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Lofts mean Hoses 


In 1947, International Harvester served more people—employes, 





customers, and stockholders—in greater measure than ever 
before. Past and present profits made this possible. 


“Profit”? is a word on nearly every- 
body’s tongue these days. But not 
everyone seems to know that “profit” 
comes from a Latin word meaning 
““progress.”” 

International Harvester is proud of 
the fact that it made a good profit in 1947. 
We hope to do equally well in coming 
years. But we are even more proud of 
the progress, in every direction, which 
past and present profits have made pos- 
sible. 


Progress in Job-Making 
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During 1947, an average of about 85,000 
men and women were working for Har- 
vester. At the end of the year, the num- 
ber of people on our payrolls in the 
Unites States was more than 90,000. 

The number of employes at the end 
of 1941 was about 60,000. So there are 
30,000 more men and women working 
for Harvester now than before the 
war. Profits today mean more jobs to- 
morrow! 


Progress in Wages 
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Harvester paid total wages and sal- 
aries of 265 million dollars in 1947, as 
compared with 121 million dollars in 
1941. This is an increase of 119 per 
cent and reflects both the 30,000 new 
jobs which have been created and an 





increase of 76.5% since 1941 in average 
straight time hourly earnings of fac- 
tory employes. Progress in wages! 


Progress in Production 
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Since the war we have invested 130 
million dollars in new plants and tools, 
and are planning to invest 85 million 
more, for a total of 215 million dollars. 

This expansion has been financed 
almost entirely by the 215 million dol- 
lars which, over the last 20 years, we 
have retained out of profits and plowed 
back into the business. 

Greater production of our machines 
will mean greater production by our 
customers, who put these machines to 
work. And greater production is the 
need of all America in slowing down 
inflation. 


Progress for Customers 





For our customers we produced 741 
million dollars worth of goods and serv- 
ices in 1947—more than double 1941 
sales. And we sold these goods in 1947 
at a margin of profit which was one- 
third less than in 1941. 


INTERNATIONAL 


Progress for Stockholders 
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Today our Company is owned by a)})- 
proximately 42,000 people who have 
invested their savings in our business. 
In 1941, we had 34,000 stockholders. 
Last year we paid to stockholders about 
27 million dollars in dividends for the 
use of their money. Dividends paid 
from 1947 income were 43 per cent 
higher than in 1941. 


What Were IH Profits in 1947? 





1941 





1947 





PROFIT PER DOLLAR OF SALES 13 LESS 
IN 1947 THAN IN 1941 











On sales of 741 million dollars, profits 
in 1947 were 41 million dollars. (In 


addition, the Company had income of 


7 million dollars in dividends from sub- 
sidiaries and in miscellaneous income, 
making a total profit of 48 million 
dollars, equivalent to 9.8% on invested 
capital.) 

Our profit on each dollar of sales was 
514 cents. As will be seen from the chart. 
this is a margin of profit which was 
one-third less than in 1941. 

We believe 5!. cents per dollar of 
sales is a reasonable rate of profit. 

We know that it is our continuing 
ability to earn a reasonable profit which 
has made it possible for Internationa! 
Harvester, in 1947, to serve more people 
—employes, customers, and stockholders 
—in greater measure than ever before. 
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Dividend 
Notice 


BURLINGTON 


MILLS CORPORATION 


Janvary 
30, 1948 


The Board of Directors of this Corporation 
hos declared the following regular dividends: 


4% CUMULATIVE PREFERRED STOCK 
1 per share 


3%2% CUMULATIVE PREFERRED STOCK 
87/2 cents per share 


3%% CONVERTIBLE SECOND 
PREFERRED STOCK 
87/2 cents per share 


COMMON STOCK ($1 par value) 
(44th Consecutive Dividend) 
37 Ya cents per share 


Each dividend is payable March 1, 1948, 
to Stockholders of record at the close of 
business February 6, 1948. 


STEPHEN L. UPSON, Secretary 














AMERICAN’ Standard 


Rapiator Sanitary 
Naw York CORPORATION Pittsbacgh 


PREFERRED DIVIDEND 
COMMON DIVIDEND 
A quarterly dividend of $1.75 per share 
on the Preferred Stock has been declared 
payable March 1, 1948, to stockholders 
of record at close of business February 
20, 1948. 

A dividend of twenty cents (20¢) 
share on the Common Stock has ale 
declared payable March 31, 1948, to 
stockholders of record at the close of busi- 
ness on February 27, 1948. 


JOHN E. KING 


Treasurer 











Crown Cork & SEAL 
CoMPANY, INC. 


COMMON DIVIDEND 





The Board of Directors has this day de- 
clared a Dividend of twenty-five cents 
($.25) per share on the New Common Stock 
of Crown Cork & Seal Company, Inc., pay- 
able February 27, 1948, to the stockholders 
- —— at the close of business February 


The transfer books will not be closed. 
WALTER L. McMANUS, Secretary. 
January 28, 1948. 











LOEW’S INCORPORATED — 


*““THEATRES EVERYWHERE’’ 
January 30th, 1948 


HE Board of Directors has declared a 

quarterly dividend of 374%c per share 

on the outstanding Common Stock of the 

Company, payable on March 3lst, 1948 

to stockholders of record at the close of 

business on March 12th, 1948. Checks 
will be mailed. 

, CHARLES C. MOSKOWITZ, 


Vice President & Treasurer 








CONTINENTAL 


€ CAN COMPANY, inc. 


The tirst quarter interim dividend of 
twenty-five cents (25¢) per share on the 
common stock of this Company has been 
declared payable March 15, 1948, to 
stockholders of record at the close of 
business February 25. 1948. Books will 
not close. 

SHERLOCK McKEWEN. Treasurer 
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The Trend of Events 


COMMODITIES BREAK .. . While President Truman 
warned against the threat of rising prices to our 
economy, commodity prices were tumbling last week 
with grains particularly weak. For consumers, this 
was about the best news they could have had. Those 
who have been disturbed by the inflation spiral will 
also welcome this development. It has been the first 
substantial postwar correction in commodity price 
level and may mark the turning point in prices gen- 
erally—but of this no one can be certain at this time. 

It seems that the world picture of the grain supply 
has changed considerably of late. Our domestic crop 
outlook is more favorable than originally thought. 
And now we hear that Europe may produce about 
85% of her normal crop. Russia has an exportable 
surplus and together with substantially larger Ar- 
gentine and Australian wheat crops, this will go far 
towards easing the acute world food situation. The 
slump in wheat prices is saying just that. 

Any price decline of such violent proportions as 
we experienced last week is bound to have a profound 
effect on business itself. A waiting attitude will be 
automatically adopted by many business men. And 
even if the price break should prove no more than 
an initial shake-out—primarily speculative in nature 
—rather than the end of the postwar price boom, it 
will inevitably lead to realistic re-appraisal of some 
of the optimistic forecasts made for the current year. 

Yet there is good reason to believe that it will take 
more than even a fairly sharp correction in com- 
modity prices to destroy the basis for a prolonged 
period of postwar prosperity. Price correction may 
even solidify, rather than destroy, this basis, since 


it would eliminate a great many distortions and make 
for greater economic stability all around. 

For the moment, there is no evidence that a real 
“nosedive” of commodity prices is in store. The sky- 
rocketing wheat prices of recent months made a drop 
almost certain, bringing them closer to “realities.” 
This is all to the good. 


BIRTH OF A NEW INDUSTRY ... The $9 billion syn- 
thetic oil program recently proposed by Secretary of 
the Interior Krug is one of the most significant post- 
war developments. It may well mark the birth of a 
new big industry. 

The purpose is to free the United States from de- 
pendence on oil imports, and behind it are deep politi- 
cal and military reasons. The military thinking that 
produced the program takes into consideration not 
only the inadequacy of domestic oil reserves but the 
vulnerability of available foreign resources. In war- 
time, even Caribbean oil might be difficult to bring in, 
and Middle Eastern oil—formerly the great postwar 
hope—probably couldn’t be counted on at all. Having 
become a world-political “hot spot,’ the Middle East 
has lost a good deal of its former attraction as an oil 
reservoir though it is by no means being abandoned. 
Quite the contrary. But safety first! Hence the Krug 
program. 

Its goal is capacity to produce, within ten years, 
two million barrels daily of liquid fuel by synthetic 
means from coal, natural gas and oil shale. First step 
would be Government construction of three 10,000- 
bbl.-a-day plants, one using shale and two using coal. 
Cost of the three initial plants is estimated at around 
$250 million. Congress is likely to approve these this 
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year, at the latest early next year, but the full long 
range program poses a number of unresolved issues, 
such as financing, degree of Government control, com- 
petition with private industry etc. 

There is wide industry support for the project, 
with full recognition of its immense long term value 
and significance. Oil and fuel shortages are a mount- 
ing problem and with consumption soaring, the grav- 
ity of the problem is not lost upon industry. Private 
industry, represented by several large petroleum, 
coal and chemical companies, already has been spend- 
ing substantial sums in research on synthetic fuels, 
and improvements on the German hydrogenation 
process, according to the Bureau of Mines, will per- 
mit production of high-test gasoline on a near-com- 
petitive basis. 

Yet private industry feels that it can scarcely be 
expected to invest $10 to $20 billion in the construc- 
tion of synthetic fuel plants in the next five to ten 
years, especially in view of the large quantities of 
crude petroleum in existence in various parts of the 
world. 

In many respects, the fuel situation today resem- 
bles the status of synthetic rubber in prewar days 
when there was no obvious incentive to large-scale 
replacement of abundantly available natural rubber. 
However, establishment of an adequate synthetic fuel 
industry is so tremendous a task that it cannot be put 
off until an emergency develops, as in the case of 
synthetic rubber. It requires speedy action against the 
day when synthetic fuel may have to meet a big part 
of our needs. That day may not require a war or some 
such emergency; it may come even in peace time, if 
only to conserve our relatively slender domestic oil 
resources. More and more it looks that we cannot hope 
to match all our needs by increased output from do- 
mestic resources. 

The new program has vast implications for coal 
and natural gas. It clearly marks a trend towards ul- 
timate conversion of much of our coal reserves into 
liquid fuel and gas. Fortunately they are about 100 
times as great as our reserves of oil and natural gas. 
Whereas the latter must be measured in generations, 
coal reserves can certainly be measured in thousands 
of years. The trend, we feel, creates a new opportu- 
nity for the coal industry, new markets that may 
greatly alter its status. 

In the more immediate future, what is intended is 
to reduce by many years the time industry had ex- 
pected to devote to development of synthetic oil on 
a commercial basis. It will raise a good many ques- 
tions, and a good many arguments. It may revolution- 
ize the coal and oil industries, and it will leave coal 
as the undisputed base of the industrial pyramid after 
an interval of doubt when oil was thought to become 
the king of fuels. 


MR. ECCLES’ DEMOTION ... The sudden shift in the 
chairmanship of the Federal Reserve Board, by the 
demotion of chairman Eccles to a vice-chairmanship, 
may be indicative of Administration desire of caution 
in controlling money, but the Board will continue 
to keep screws on credit expansion. Interest rates are 
to stay about where they are and price support poli- 
cies in the Government bond market will not be 
altered. 

The shift, in other words, will have little or no im- 


mediate effect, as the Reserve Board will go right o 
with the policy it has been following during the pas 
half year. 

If, nevertheless, the banking fraternity welcomed 
the change, it is because they think that Mr. Eccley 
demotion will mean the end of his proposal for a spe. 
cial system of secondary bank reserves. Bankers, and 
a good many in Congress, didn’t like this approach 
which they considered altogether too deflationary, 
And Congress in particular didn’t like Mr. Eccles 
outspoken ways. While he apparently will still have 
a majority of the Federal Reserve Board on his side, 
he will now carry less weight with other Govern. 
ment agencies, with Congress and with bankers. 

There is not likely to be any drastic action in the 
monetary field, certainly nothing deliberately aimed 
at severely puncturing the boom. Officials are reluc. 
tant to do this in an election year, thus the Adminis. 
tration thought Mr. Eccles safer as vice-chairman 
than as FRB chairman with all the influence and pres- 
tige of the latter office. Mr. McCabe, his successor, 
is inclined toward orthodox theories of central bank. 
ing. While he is in sympathy with the idea of putting 
brakes on credit to control inflation, he is not likely 
to do anything that may upset the applecart. 


NEW LOOK ..... According to Washington advices, 
President Truman’s Council of Economic Advisers 
feels the time may have come to give a “new look” 
to Federal anti-trust policy and economic ideas re- 
garding savings and equity capital. 

The council, it seems, has more than just an idea 
that both theories may have to be revised if this coun- 
try is to realize its goal of maintaining maximum pro- 
duction and employment. The fifty year old anti-trust 
laws, it suspects, may not be encouraging the kind 
of competition that is needed in a full employment 
economy. And established ideas about savings, it be- 
lieves, may have to be changed if business is to get 
the equity capital it needs under continuous full em- 
ployment. 

These are of course long range problems and no 
immediate recommendations by the Council need be 
expected. But it is encouraging that the Council is 
convinced that these are the problems it must solve 
to carry out its responsibilities under the Full Em- 
ployment Act. Thus while it has only begun to break 
ground for both studies, it hopes to move more rapid- 
ly than it did last year. Before it makes any firm rec- 
ommendations on anti-trust law revision, it will seek 
the advice of business, labor and professional groups. 

Anti-trust laws of course are necessary but the 
rigidity of their application in recent years has been 
no unmixed blessing to the country. A more sensible 
and more flexible law, particularly in the field of 
price maintenance, would be all to the good. 

Its probe of the equity capital problem will get the 
council into the question of whether Government tax 
policies foster or hinder investment. It might, in 
this connection, not only examine income tax policies 
but thoroughly review the inequities inherent in 
double taxation and also explore the role of the cap- 
ital gains tax in hampering the free flow of capital 
into constructive enterprise. Without attention to 
these corollary subjects, examination of the broader 
question of savings and their relation to investment 
would not seem complete. 





BUSINESS, FINANCIAL and INVESTMENT COUNSELORS 





1907—“Over Forty Years of Service”—1948 








512 


THE MAGAZINE 


OF WALL STREET 











world 
rather 
whate 
have \ 
It is 
of a re 
taken 
realist 
potent 
In ¢ 
ing th 
ege of 
partic 
have b 
throug 
marke 
man Vv 
heart 
has be 
the in 
produ 
goods 
vival 
of her 
marke 
ways 
gambl 
The 
clude 
mone} 
iously 
who s 
lar’ 


| blinde 


the né¢ 
land,-— 
ful in 
ous ec 
huge | 
ential 
marke 
of exe 
Pre 
plan « 
with 
object 
cally | 
cally, 
chisel 
might 
diffier 
he no 
secur’ 
to th. 
his pe 
As 
wides 


FEBR 





ht on 
» Past 


ome( 
cCles’ 
L Spe. 
» and 
roach 
nary, 
cCles’ 
have 
Side, 
Vvern- 


1 the 
imed 
elue- 
inis- 
"man 
pres- 
SSOr, 
ank- 
tting 
ikely 


1Ces, 
isers 
ook” 
5 re 


idea 
Oun- 
pro- 
rust 
kind 
nent 
t be- 
- get 
em- 


1 no 
d be 
il is 
olve 
Em- 
reak 
pid- 


rec-F 


seek 
ups. 

the 
een 
‘ible 
1 of 


the 
tax 
. 
cies 

in 
‘ap- 
ital 
| tO 
der 
ent 


FEBRUARY 








As g See OL / By CHARLES BENEDICT 


RETURN TO AGE OF REASON? 


SW, people attribute the troubles of the 
world to sun spots and to various other phenomena, 
rather than to the vagaries of human nature. But 
whatever the cause, at no time in the world’s history 
have we experienced such “‘cock-eyed”’ leadership. 

It is refreshing, therefore, to see the first glimmer 
of a return to reason. I am referring to the bold steps 
taken by Robert Schuman, Premier of France, to 
realistically revalue the franc and restore the trade 
potentials of his country. 

In courageously ignor- 
ing the established privil- 
ege of special interests, 


“MORE THAN YOUR SLIP IS SHOWING, JOE” 


bound to rally to his side. And we can expect a wave 
of patriotic fervor to follow in the wake of a realiza- 
tion that a new leader has risen in France—a leader 
whose common sense and good judgment can be re- 
lied upon. 

Although clearly inspired by French desperation, 
his action was perfectly timed to world conditions— 
the general need for currency and price stabilization. 
Or maybe the timing seemed perfect because fortune 
has a way of smiling 
kindly on well-thought- 
out constructive effort. 

Not only did Premier 





particularly those who 
have been milking France 
through the black money 
market, Premier Schu- 
man went directly to the 
heart of the trouble that 
has been responsible for 
the inability of France to 
produce and export the. 
goods necessary for sur- 
vival and the rebuilding 
of her economy, for black 
marketeers are not al- 
ways petty gangsters or 
gamblers in exchange. 
The big operators in- 
clude nationals with 
money abroad—or luxur- 
iously living abroad — 
who seek to turn a “dol- 
lar’ here and_ there, 
blinded by selfishness to 
the needs of their home- 
land,—as well as power- 
ful interests in the vari- 
ous countries who make 
huge sums on the differ- 
ential between the black 
market and the legal rate 











Schuman succeed in put- 
ting over his financial 
program, but he also 
overcame the great polit- 
ical handicap of national- 
ization—the drag on pro- 
duction. He could not 
have secured socialist ac- 
ceptance of his goal if he 
had not proved conclu- 
sively that free enter- 
prise, rather than nation- 
alization, was the only 
sound way to develop the 
production for French 
survival. 

By obtaining this sup- 
port, he has laid the 
groundwork for realizing 
on the benefits under the 
Marshall Plan, — and at 
the same time checking 
the possibility of success 
for intensified communist 
sabotage due in the 
spring election. 

It has undoubtedly 
been apparent for some 
time to French realists 











of exchange. 

Premier Schuman’s 
plan of action in dealing 
with this situation was 
objective in its reasoning and sound both economi- 
cally and financially. It was also realistic psychologi- 
cally, for instead of cracking down brutally on the 
chiselers and inviting dangerous repercussions that 
might easily destroy his effectiveness, he handled this 
difficult situation with the greatest canniness. Thus 
he not only prevented the fall of his cabinet, but also 
secured support for his program from sources that up 
to that time were not entirely in agreement with 
his policy. 

As a result, Premier Schuman has inspired such 


_ Widespread confidence that the French people are 


14, 1948 


Apologies to Fitzpatrick in the St. Louis Post-Dispatch 


in high places, as well as 
elsewhere, that the infla- 
tion price spiral had to be 
dealt with realistically if 
currency and trade stability were to be secured. And 
now the steps taken by France make it eminently clear 
that holding out stubbornly against the necessary 
price decline will accomplish nothing as outside 
forces, already operative, are sure to bring this about 
willy-nilly. 

A shocked realization of this truth brought the re- 
cent break in commodity prices in our country, as for 
some time past we have known of the increased pro- 
duction abroad for 1948,—and its greater potentials 
when you realize that food stuffs must of necessity 
be increased if the people (Please turn to page 564) 
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Factors To Consider In Today’s Market 


By A. T. MILLER 


WE BELIEVE: Stock market response to the apparent end of farm-price inflation seems 
tentatively, encouraging. No vital support level has been broken. However, the medium-term 
economic outlook has been made more uncertain. There is no change in the middle-road invest- 


ment policy heretofore recommended. Continue to defer any general buying of common stocks. 


vy, he break in key farm commodities has real 
significance for the stock market only if it fore- 
shadows, or merges into, a general business recession 
carrying a threat of sharply lower corporate profits. 
This is quite possible, since there are some elements 
of potential weakness in the business situation; but 
there are also plenty of elements of strength, and the 
evidence as to the balance between favorable and un- 
favorable factors is far from clear-cut. Moreover, 
“psychology,” always difficult to forecast, will be in- 
fluential. All-in-all, we are not inclined to jump to 
hasty conclusions. The market outlook has been 
clouded for some time, in recognition of which we 
have consistently advised maintenance of 50% liquid 
reserves in investment accounts. Those who have fol- 
lowed this recommendation are in a comfortable posi- 
— and can afford a “wait-and-see” attitude right 
ere. 

As a matter of fact, there is some question whether 
the slump in grains caused the stock market sell-off 
within the week of February 2-7, as implied by first- 
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Technical Evidence Not Decisive questior 


The Dow industrial average had previously broken foresha 
both its December and September lows. This left thepmediate 
double-bottom of last May, and of October, 1946, — 
(just above 163) as the only remaining support leve _ " 
of technical significance. That was so with the average fo ne 
at 171.67 when our previous analysis was written af!™mant 

fortnight ago; and not materially dif-f*8® Se 





MEASURING MARKET SUPPORT 
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ferent at last week’s low (closing _ of 
prices) of 168.80 or last week’s closge 0 
at 169.78. The margin above the bear- ee h 
320 market low is not great, but still it if ep 
sab considerable; and throughout the secpY "st; 
ond half of last week the list displayedft!™ ¢¢ 
an encouraging tendency to ignore ths for | 
further decline in grains. oo apa 
We are not confident that the finapiices © 
270 lows of the 1946-1947 bear market havge wit 
been seen, which is why we have bee! _— 

vii following a definitely cautious policy 4 ith w 
250 On the other hand, without altering ely to 
that policy at all for the present, we se ' ould y 
no basis for conviction that an impor . ( 
tant extension of the bear market is 4 ich, I 
near-term matter. It is a contingencyf there 
with an indefinite date, as long as thq@!m-pt 
200 trading range marked out by 1947’ If so, 
190 May-July:limits is held intact. While #tmake 
further downside test this month }§ eed bs 
conceivable, so is another trading-rang? tweak 
rally. The immediate technical indicaf“0ls, a 
tions, and those of late last week, see att 
to point at least tentatively to that. It p 
latter. of livin, 
It may be significant that neither thé Most Ir 
railroad nor utility averages have beet ey al 
as weak as industrials in the decline evel, W 
from the early-January rally highs perved. 
date. Rails, in fact, have held fairlf, We ¢ 
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ent instance. However, we 

ink that prevailing eco- li).! 
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traq.picient scope and duration to 
w ip.pind much reflection in our 
thereporoader and less sensitive 
mar.foomposite weekly price in- 
rally dexes, which also remain in 
ving their 1947 range and mate- 
t theptially above their lows. The 
offecpsupport Indicator has not 
Jan.preversed the adverse trend 
so onftvidence given some weeks 
ago, but such evidence al- 
ways necessarily leaves a 
question whether what is 
‘okenf{oreshadowed is an inter- 
t thepmediate reaction or a major 
1946 pdecline. If it is the former— 
leve}s certain other indications 40 
rage and particularly the per- 
ten geormance of the rail aver- 
y diffage, Seem to imply—the 
osingpulk of the immediate de- 
closgline could well have been 
bearpeen. 
it ig, Pushed to extreme levels 
, secfey last year’s failure of the 
layeqpoorn crop, government buy- 
e thug for European relief and 
excessive speculation, grain 
fing|tices were glaringly out of 
havplne with the general price structure. We think the 
beeprrection now in progress is basic, not temporary. 
olicyf Vith world supply prospects improved, wheat is un- 
eringkely to see $3 a bushel again until the next war and 
-e segshould work down irregularly to government support 
nporpevels. Given a reasonably normal 1948 corn crop— 
t ig pVhich, however, is still on the lap of the weather gods 
encyfthere is a good chance that the peak of the whole 
s thparm-price inflation has been put behind. 
9474 If so, this is a healthy thing on a number of counts. 
hile ft makes wage stabilization, at the levels to be estab- 
th igished by the third round of increases, more feasible. 
-angt weakens the President’s case for anti-inflation con- 
dicaftols, and should in time force relaxation of the 
redit-tightening policy, with benefit to the bond mar- 
» thaket. It promises to remove, or tone down, the high cost 
of living as the No. 1 issue in political campaigning. 
vr thlost important of all, it raises our hopes that the 
general economy can be stabilized at a prosperity 
cling se a huge total demand for goods still to be 
served. 
We cannot see a self-feeding spiral of deflation. In 
arm prices that is precluded by the government sup- 
Port program. In industry it seems precluded by rel- 
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atively rigid wages on the one hand, large unsatisfied 
demands on the other hand. The worst we can see is 
a corrective adjustment, moderate on an overall basis, 
which is so obviously needed that it ought to be wel- 
comed. But whether investors are immediately pre- 
pared to welcome it, and to show rising confidence, 
remains to be seen. 


No Deflationary Spiral Indicated 


Business sentiment will become more cautious. In- 
ventory buying may slow down, and some plant proj- 
ects may be deferred. Demand for some consumer 
goods and residential building may be affected; for 
when people think or hope prices will go lower, the 
general tendency is to postpone non-essential pur- 
chases. In short, the beneficial effects of selective and 
limited price adjustment will be felt mainly after the 
new base of stability has been indicated. Quarterly 
profits could go off pretty sharply in such an adjust- 
ment, but that is at least substantially allowed for in 
present conservative price-earnings ratios. 

Meanwhile, the chances are improving for action 
fairly early this spring (Continued on Page 564) 
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CONSUMER BUYING POWER 


By E. A. KRAUSS 


ae of the outstanding characteristics of the post- 
war boom is the avalanche of consumer buying that 
has swamped our rapidly expanding production facil- 
ities. It constitutes the principal prop for current 
high business activity. Wartime shortages left un- 
satisfied many demands for food, clothing, housing, 
entertainment and numerous durable consumer 
goods, desires for which were stimulated and ex- 
panded by the existence of record consumer pur- 
chasing power. 

At the present time, our population is eating more 
and better food, wearing better clothing, enjoving 
generally higher standards of living than ever before. 
Consumers spent, in fact, during the last three 
months of 1947 at an annual rate of $172 billion, a 
record high. 


Will Buying Power Hold Up? 


But the question whether consumer purchasing 
power will continue sufficient to support current high 
business activity is coming increasingly up for closer 
examination. Almost daily, we read or hear of mount- 
ing consumer resistance, brought about by the dis- 
parity between incomes and rising prices. Business 
is seriously pondering such symptoms of what some 
predict may widen into an incipient recession. Even 
if the buyers’ resistance now creeping up on a grow- 
ing number of goods does not culminate in a wide- 
spread buyers’ strike, it is contended that it might 
easily affect a sufficiently large segment of business 
to cause eventually serious employment reactions, 
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with an ultimate snowballing effect. Demand has 
been the backbone of the postwar boom. It goes 
without saying that a possible weakening of demand 
—due to inability to buy—would be bound to be a 
crucial factor in the outlook. What are the indica- 
tions ? 

As of this writing, the forces underlying demand 
appear to be as strong as ever. Long pent-up needs 
and desires for goods and services are certainly far 
from satisfied. The new year has started with every 
indication that consumer demand is slated to move 
even higher, at least during the early half of 1947, 
and hold fairly well during the balance of the year. 
Last year, buyers were able to increase their ex- 
penditures because they were receiving higher in- 
comes, because they had large resources in the form 
of liquid assets built up during the war when spending 
was restricted by shortages, and because they were 
able to borrow readily. Personal incomes at the year 
end hit a record annual rate of $205 billion, lifting 
the average for the year to some $196 billion as 
against $177 billion in 1946, according to official fig- 
ures. Wage and salary payments alone, according 
to the Department of Commerce, were running at an 
annual rate of about $128 billion. 

Liquid assets, already large, continued their up- 
trend, with savings of individuals gaining $2.9 billion 
during the third quarter, about $500 million more 
than in the preceding quarter. Deposits alone were 
boosted by $2.5 billion, according to the SEC. 

As to borrowing, total outstanding consumer cred- 
it at the year end was $13.3 billion with installment 
credit alone amounting to $6.1 billion, both new highs. 
This compares with $6.6 billion and $2.4 billion, re 
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spectively, in 1945, indicative of the strong uptrend 
since the war’s end. Added to peak income, the 1947 
gain of $3.2 billion in total consumer credit repre- 
sents formidable spending power that could not but 
exert severe pressure against prices. 


Spending Outruns Production 


Quite obviously, last year, spending has outrun 
production and at the present clip, if maintained, 
will continue to outrun it this year since production 
is not likely to increase very greatly over last year. 
Output, with few exceptions, is at or near production 
ceilings. This does not mean that everything manu- 
factured or offered will be sold, since materials are 
coming into freer supply and the public has demon- 
strated greater selectivity in many lines. But it does 
appear likely that the public still has enough funds 
to buy, on an overall basis, in sufficient volume to 
maintain current business activity though competi- 
tion for the consumer dollar may become steadily 
keener. 

The public so far has shown little real -resistance 
to high prices but it more and more insists on value 
for its money. The two are not quite the same. The 
important factor is that the money supply is still 
enormous and fairly widely diffused. We are still a 
nation of pretty well heeled buyers. But we are also 
becoming more discriminate in our spending. Given 
his money’s worth, the consumer can and will spend. 

Impending wage increases (third round), possible 
tax reduction and special “shots in the arm” such 
as state bonuses and national service life insurance 
dividends to veterans (the latter will be paid to the 
tune of some $1.5 billion) will aid to the existing 
spending potential. And since most such payments 
will be relatively small, they are likely to be ex- 
pended rapidly by their recipients. Over the nearer 
term at least, no deterioration of general spending 
power appears in sight. 

In appraising purchasing power, one might of 
course simplify the problem by stating that since 
production is the true measure of purchasing power, 
no deterioration is likely so long as output and there- 
by employment holds up. 





of capital goods in- 
dustries where no 
early let-down is in 
sight. As long as 
they hold up overall 
industrial activity, 
overall income will 
continue at a high 
level and so will 
spending power. 
There may be coun- 
ter-acting forces, to 
be true, such as cred- 
it policies (which 
still have to make 
themselves felt) and 
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Third round pay in- 
creases thus may be 
no more than a 
means to give more people a chance to compete for 
a total of goods that may not be much larger than 
last year’s. 











Shifts in Spending Pattern 


The probability is that few if any goods will 
go begging for want of buyers. But as the price- 
income disparity widens for certain segments of the 
population, there may be marked changes in the 
distribution of their expenditures, changes that have 
already become apparent last year when consumers 
have been splitting up their retail dollars very dif- 





With certain limitations, this 
is true enough; it is in fact 
one of the strongest factors 
in the outlook. But we can- 
not entirely ignore the fac- 
tor of consumer resistance. 
Its solidification would cer- [20 > 
tainly not be without ultim- 
ate adverse effects. 


QUARTERLY RATES 
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Continued High Output 15 - 


As far as production is 
concerned, continuation of a 
high level is strongly indi- fio 
cated. The many fields where 
record activity seems as- 
sured for an indeterminate 
Period no doubt lends very {5 
substantial support to busi- 
hess activity. One need only 
mention such basic fields as 
steel, automobiles, construc- 4° ~—~—* 
tion, chemicals and a variety 





PERSONAL CONSUMPTION EXPENDITURES 


DEPARTMENT OF COMMERCE ESTIMATES, ADJUSTED FOR SEASONAL VARIATION 
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Gross National Product or Expenditure 
Adjusted 
1947* 1948** 
Gross National Product (Total Spending)... $232.3 $232.3 
Personal Consumption Expenditures... $166.0 $172.7 
Gross Private Domestic Investment: 00... --ecooon $ 30.4 $ 26.4 
New Construction ee eee 10.4 
Producers Durable Equipment... «(18.0 16.0 
Change in Business Inventories... 2.0 ee. 
Net Foreign Investment (Export Surplus)............. $ 7.7 $ 5.0 
Government Spending nn nccccxccccecnecnenennenennnnnne § 28.2 $ 28.2 
*—Source: Dept. of Commerce. Seasonally adjusted annual 
rate for third quarter, 1947. 
**_Our adjusted calculation as explained in the text. 




















ferently from a year earlier. 

A greater portion of the consumer dollar will go 
for food and necessities, less for luxuries and non- 
essentials. Also, for durable goods, spending will 
become far more selective, depending on individual 
wants and desires. Where such desires are strong 
enough, spending for durables may even be at the 
expense of food and clothing. What happened last 
year is not without interest. 1947 retail trade was 
at an annual rate of some $109 billion, about 12% 
above a year earlier and showing a modest increase 
in physical volume. Of the aggregate, retail sales 
of durable goods came to about $29 billion, a gain 
of over one-third; sales of non-durables were around 
$90 billion, an increase of only about 10%. 

This trend was not without effect on merchandis- 
ing policies. Department stores, for instance, have 
shown a greater tendency to place more emphasis 
on the sale of durables. Recent price cuts on a num- 
ber of household appliances have encouraged the 
belief that price peaks for durables have been 
reached and passed and that ensuing price stability 
will develop greater consumer interest. By contrast, 
soft goods lines are still rising, revealing scarcities 
in many lines. Such trends are of distinct interest 
to merchandisers; they may also indicate the prob- 
ability of a shift rather than a decline in consumer 
spending in the event of further and more marked 
price squeezes. Higher living costs, in short, may do 
no more than sap potential buying power for certain 
goods that might otherwise be readily bought; but 
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they may not greatly affect overall spending. }j 
turn, this may make for spottiness in business by 
by no means necessarily for a recession. 


Factors in the Outlook 


All booms, and price inflations, are built on an( 
fed by an excess of the money supply over availabii 
goods. It is not clear when and how the presen} 
boom will come to an end though ultimate weakeniny 
of demand, more than anything else, is likely to b 
the determining factor, unless we prefer to go jy 
for drastic deflationary action which does not seen 
in the cards. Expanding production cannot do it, a 
it merely creates more purchasing power. Nor wil 
wage-price spirals, for they will always lead to con. 
pensating purchasing power for at least part of the 
wage earners. 

At present there are certain signs that the ney 
spiral now in the making may not complete anothe 
full turn, however. One is that informed labor quar. 
ters lately have been inclined to moderate demand 
and avert strikes. Another is greater reluctance oj 
manufacturers to hike prices; in some lines wher 
demand-supply balance is reached or approaching 
there have already been downward price adjust. 
ments.As harbingers of possible price stabilization, 
however long delayed,such signs are to be welcomed: 
unfortunately they are as yet far from conclusiv 
as to their import. Recent price cuts in some indus. 
tries, for instance, have not been the consequence 
of lowered costs but the pressing need for working 
capital, with bankers increasingly inclined to urg 
liquidation of inventories rather than to underwrit 
them with loans. 


Appraising the Possibilities 


To return to our primary question, the fact re 
mains that high production means high overall pu: 





chasing power, with the latter strengthened by larg 
liquid assets and available consumer credit. Let’ 
have a look at some more figures and see whethe 
they permit some additional conclusions. On basi 
of official third quarter 1947 figures, consumer in 
come after taxes was some $178.7 billion while cor: 
sumer spending came to about $166 billion, the r 
mainder of $12.7 billion being savings. Thus of : 
gross national product of $232.3 billion, $166 billio 
was accounted for by consumer expenditures (at th 
year end, these ran at an annual rate of $172 billion 
The balance was accounted for as follows: Gros 
private domestic investment $30.4 billion; net for 
eign investment (export surplus) $7.7 billion; Gov 
ernment expenditures $28.2 billion. 

The premise is that to maintain current hig! 
boom activity, there must be no weakening of dé 
mand in any of these segments or if such does occu! 
the slack must be taken up somewhere else. Whai 
are the possibilities ? 














Of gross private investment, new constructiol 
which accounted for $10.4 billion, is widely expectet 
to match and probably exceed that figure this yeat 
No weakening is anticipated. Another component 
producers durable equipment, for which business 
men spent $18 billion last year, may possibly be $ 
billion less in 1948 according to advance estimates 
The net change in business inventories last yea 
accounted for $2 billion; assuming no further it 
crease in inventories, this would increase the “defi 
ciency” to $4 billion. The export surplus, too, 
likely to shrink, increasing (Please turn to page 560 
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By WARD GATES 


Tie trend towards increasing corporate debt 


4 financing, quite pronounced in the past year, has be- 
‘} come a matter of growing attention and concern, not 
} only in financial quarters but among investors as 
if well. Just how the market feels about it is aptly illus- 


- inf trated by the price declines that have frequently fol- 


Slowed announcement of new financing. Common 


stockholders are getting concerned about the amount 
of debt that is being placed between them and com- 
pany assets and earnings. Even now, in some Cases, 
fixed charges and debt amortization are taking a size- 


Table bite out of earnings. Come the day when cor- 


Grosf porate earnings decline, the impact might be de- 
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4 cidedly more painful. So at least goes the reasoning, 
‘}and it makes sense. 


Reason for Borrowing 


The striking tendency to rely on borrowing for the 


i} bulk of monetary requirements is due not only to the 


heavy capital expenditures for postwar expansion 
and the mounting capital needs to carry on business 
at today’s inflated prices which markedly cut down 
liquid assets in many instances, but also to the fact 
that new stock issues have become quite unpopular. 


They have become difficult to float, and then only at 
* prices which management regards prejudicial to the 


dld stockholders as well as to the corporation. Thus 
until market conditions again warrant equity financ- 
ing, many companies may remain largely dependent 
on private placement or debt financing, chiefly the 
latter. 

That there is no dearth of investment funds is 


1948 
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amply proven by capital market activity last year; but in 
contrast to high-grade investment offerings, the prospects 
for secondary classifications remain uncertain and many 
needs unfulfilled. As shown in the accompanying table, total 
new money financing in 1947 amounted to $4,715 million 
compared with $3,554 million in 1946. Of last year’s aggre- 
gate, however, fully 74% were bonds and notes, while com- 
mon and preferred stock financing accounted for only 13% 
each. 


c 
i/ 


Break-Down of New Offerings 


The appended chart shows the strong trend in this direc- 


tion in recent years. In 1946, bonds and notes 
accounted for 58% of new money financing, 
and common and preferred stocks for 21% 
each. In 1945, common stocks represented 18% 
of the total, preferred stocks 34% and bonds 
and notes 48%. 

Last year, then, only about one-quarter of 
new capital financing was done through the 
sale of stock, common or preferred; fully 
three-quarters was borrowed money—bonds 
and notes—and that at rising interest rates. 
The high proportion of debt to equity financing 
was-entirely involuntary as far as business is 
concerned. Most companies found that stocks 
were hard to sell, that institutional investors 
particularly were demanding bonds or nothing. 
Worse yet, many had to resort to bank term 
loans, inherently an unsound trend. A silver lin- 
ing was that a good deal of internal financing 
was made possible by high corporate earnings, 
a sizeable portion of which was retained for 
just such a purpose. 

Why have investors been so reluctant to ab- 
sorb new stock offerings? One reason of course 
was the bear market conditions, never propitious 
for equity financing. After all, the outlook for stocks 
is directly dependent on the fortunes of industry and 
the prospect for business profits. While past and cur- 
rent corporate earnings are excellent, the market 
holds no strong conviction about the future. An- 
other reason has been the drying up of the source of 
capital, especially risk capital. High income taxes, 
the capital gains tax and double taxation of corpor- 
ate earnings paid out as dividends must shoulder the 
blame for this condition. 










Exhaustion of Liquid Resources 


Thus as money needs resulted in gradual exhaus- 
tion of much of the liquid resources accumulated 
during the war, recourse has increasingly be had 
to borrowing from banks and insurance companies, 
or the floating of bond issues, for lack of a ready 
market for equity securities. Even corporations that 
have been out of debt since the early Twenties’ have 

















New Corporate Domestic Capital Financing 
——_—_—— (000,000 omitted) —— 
—Bonds and Notes— ————Stocks Total 
Long-Term Short-Term Preferred Common New Capital 
1947 $3,434 $64 $598 $619 $4,715 
1946 2,047 36 742 729 3,554 
1945 605 Z 430 226 1,263 
1944 425 2 133 91 651 
1943 261 23 55 36 375 
Source: Commercial and Financial Chronicle 




















found it necessary in recent months to borrow from 
banks, since even the bond market is running against 
them, as the rising cost of borrowing shows. 

Perhaps a typical example was the recent experi- 
ence of Monsanto Chemical, financially as strong a 
concern as they come. To finance postwar expansion 
and the greatly swollen sales volume, the company 
contemplated the sale of $25 million preferred stock 
but due to’unsettled market conditions, the issue had 
to be postponed. Instead, the company arranged for 
a line of bank credit up to $25 million, extending three 
years. Only just now the stock issue was finally mar- 
keted. 


Mounting Debt Ratio 


This is far from an isolated case. It is cited to show 
that even highly rated companies are affected. With 
bank lending increasingly becoming more discrimi- 
nate, less well situated or marginal concerns may find 
the raising of necessary funds more and more diffi- 
cult. Apart from that, however, a mounting ratio of 
debt to capital is not a healthy trend; it may spell 
trouble in the future and therefore is bound to be- 
come increasingly a factor of investor scrutiny, par- 
ticularly if and when business prospects.begin to 
deteriorate. A mounting ratio of debt to capital has 
an important bearing on earning power per share and 
existence of serial debt maturities over a long term 
of years (extending beyond the present business 
cycle) is bound to inject added uncertainty. In times 
of poor earnings, they may well become a distinct bur- 
den, if not a positive danger. 

Whether this will be so, in individual cases, is a 
matter of individual analysis and, moreover, must at 
this time at least be left to the future, since it is found 
almost invariably that present coverage of fixed 
charges is more than ample and that current high 
earnings indicate no difficulties in meeting debt ma- 
turities. But this can change, and for that reason, 
the problem under discussion is likely to gain in actu- 
ality once earnings begin to shrink. 


The principal purpose of this article is to call at- 
tention to, and illustrate a trend. We have therefore 
listed a number of companies which did debt financing 
during the past year, showing the shifts that have 
occurred. Virtually every one of these companies is 
well rated and in excellent financial position. Clearly, 
in their case, there is no question whatever of imply- 
ing anything like a future threat to their financial 
health. Actually, the optimum capital structure for 
any company can well include substantial senior se- 
curities (in our case bonds) to the extent that they 
may be safely issued and bought for investment. The 
samples listed meet this requirement. 

Besides, many considerations enter the question 
of what may constitute the best capitalization for any 
given company. Because each concern represents a 
case in itself, there can be no iron-clad rule. In the 
past, a generally accepted standard has been that an 
industrial concern should have no more than 25% 
to 30% of its capital in bonds. About one-half at 
least shoul be represented by common stock and sur- 
plus; if less, the ratio was considered speculative. 


Rule Sound But Flexible 


This rule, while probably still sound, may today 
not be rigidly applicable in cases where part of long 
term debt is subject to fairly early amortization 
Besides, “‘trading on the equity” has its advantages 
at today’s still relatively low interest rates—and at 
today’s equally large profit margins. It affords quite 
a handsome net return. 

As the tabulation shows, in some of the cases listed 
there has been a strongly marked widening of the 
ratio of debt to capitalization during the past year. 
In others, the shift has been far less pronounced. The 
latter include such concerns as Borden Co. (from 
29.6% to 37%); Goodrich (from 33.6% to 34.5%; 
Union Oil of California (from 22% to 28.1%). Con- 
sidering the fact that capital has been figured exclu- 
sive of surplus, actual ratios are correspondingly 
smaller. 

Big increases have occured 





























in the case of the two finance 
Changes in Debt Ratios of Selected Companies companies listed, but special 
As of December 31, 1946—— As of Latest 1947 Statement factors must be considered 
no. aa aay ia. 6 —S ake here. In times of active busi- 
(Figures are in$ Million) Debt Surplus) Capital Debt Surplus) Capital ness, finance companies are 
Aluminum Co. of Amer... $ .5 $ 99.6 5% $40.5 $139.6 29.0% always heavy borrowers 
Borden Company ............. 25.0 84.6 29.6 35.0 94.6 37.0 since money is their stock in 
C.1.T. Financial ........... 52.5 108.0 48.6 103.0 158.0 65.0 trade. As it is lent, it is re- 
Commercial Credit ........... . 35.0 78.4 44.5 110.0 153.4 72.0 placed by self-liquidating re- 
Dow Chemical(a) ......... i aad eaa sins 65.0 132.7 49.0 ceivables. In their case, a 
Electric Auto Lite... 15.0 22.55 66.5 25.0 32.5 77.0 high ratio of debt to capital 
General Aniline & Film... 9.0 25.2 35.7 24.5 40.7 60.0 under today’s conditions is to 
STRATE , ge 104.0 33.6 45.0 130.5 34.5 be expected. 
Goodyear oe ecnnn =. 107.0 33.7 100.0 170.9 58.5 
ia is _ 79.0 305.9 25.8 122.0 348.9 35.0 
Int’l Business Machines... 30.0 66.9 44.8 50.0 86.9 57.5 Other Examples 
Minnesota Mng. & Mfg... __........ “1 lie 10.0 23.7 42.1 
Reynolds Tobacco... 64.0 213.0 30.0 92.0 241.0 382 A number of the com- 
St. Regis Paper................. 17.9 63.7 28.1 27.9 73.7 37.9 panies listed had no debt at 
Stokely Van Camp(a)........ ee 12.6 21.3 59.0 all at the end of 1946, but 
Union Carbide & Carbon..___...... me - 150.0 342.9 43.6 in 1947 showed_ substan- 
Union Oil of California... 40.0 181.4 22.0 55.0 196.1 28.1 tial debt ratios. Thus Dow 
United Air Lines........... a Ya Peas “Soe 26.9 55.2 49.0 Chemical had a ratio of 49% 
United States Rubber... 40.0 122.7 32.6 99.5 1822 54.5 Minnesota Mining & Manu- 
Wheeling Steel 23.5 88.2 26.6 43.5 108.2 40.3 facturing one of 42.1%, 
Sle Berit ae : AS ems 10.0 22.2 45.0 Stokely Van Camp 59%, 
(a)—Figures are as of May 31, 1946 and May 31, 1947. Union Carbide & Carbon 
43.6%, United Air 
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Lines 49%, and Yale & Towne 45%, all exclusive of 
surplus. 

Still other companies show substantial changes re- 
sulting in marked ratio increases. The ratio of U. S. 
Rubber rose from 32.6% to 54.5% ; that of Wheeling 
Steel from 26.6% to 40.3% ; International Business 
Machines from 44.8% to 57.5% ; Gulf Oil from 25.8% 
to 35% ; General Aniline & Film from 35.7% to 60% ; 
Electric Auto Lite from 66.5% to 77% ; and Alumi- 
num Co. from 0.5% to 29%. Since all of them have 
excellent earning power, there is little to worry about 
the increase in the debt ratio though it may not be 
without bearing on future per share earnings. This of 
course applies to every case where debt has risen 
markedly ; the impact need not necessarily be severe. 


Grouping of New Financing 


From another table, showing the character and 
grouping of new corporate issues, it is evident that 
the bulk of debt financing was done by the railroads 
and utilities. The ratio of debt to capital has always 
been large in their case; both rails and utilities 
mainly operate on borrowed money. The break-down 
further shows a fairly heavy amount of debt financ- 
ing by “other industrials and manufacturing” and, 
specifically, by the oil and rubber industries. The rub- 
ber industry has been expanding strongly to meet 
heavy postwar requirements for its products. The 
oil industry is in the midst of a large-scale expansion 
program that may cost several billions. Steel and re- 
lated industries have been borrowing less last year 
than in 1946, though their postwar expansion is far 
from completed. 

With indications that capital expenditures by in- 
dustry will continue high throughout 1948 at least 
and with peak price levels constantly raising the cost 
of doing business, the prospect points to further con- 
siderable debt financing in the industrial field. Bar- 
ring the unexpected, there is little promise at this 
time that stock market conditions may change suffi- 
ciently to facilitate equity financing, hence the lop- 
sided division between bonds or bank loans on the 
one hand and common or preferred stock on the other 
may continue to characterize capital market activity, 
and greater reliance may also have to be placed on 
plowed back earnings, which in itself should provide 
a fairly sizable base for debt expansion. 

But since a large proportion of retained earnings 
(last year’s at least) represent inventory profits and 
are still tied up in carrying high-valued inventories, 
a sudden price break may change the picture mate- 
rially. A really serious break may wipe out a goodly 
part of them. This is one of the dangers inherent in 
the present situation that bears careful watching. 


Future Effects 


As stated before, a relatively high debt ratio pre- 
sents no immediate threat to financial stability as 
long as business volume and earnings remain high, 
though larger fixed charges are bound to cut into net 
available for the common stock. In most cases, how- 
ever, this encroachment at present is not severe. The 
situation will be different in an era of declining earn- 
Ings. Hence as a matter of general policy, an investor 
will do well to examine carefully the potentialities in 
this respect. They must be studied individually as 
they apply to specific situations, rather than in a gen- 
eral way. 
FEBRUARY 
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Character and Grouping of New Corporate Issues* 
1947 1946 
Long-Term Bonds and Notes: 
Railroads $ 239,850,000 $ 125,583,000 
Public Utilities ... 1,729,959,265 674,483,706 
lron, steel, coal, copper, etc. 73,250,000 111,481,660 
Equipment manufacturers ..... 10,136,250 8,000,000 
Motors and accessories............ 30,300,000 157,500,000 
Other industrial and mfg... 748,899,550 692,735,175 
Ct oe ee ee 292,805,000 74,731,573 
Land, buildings, ete...... 12,510,000 7,935,000 
Runnen 3. 120,321,000 40,944,500 
SON oso OC ee CC errr 
Investment trusts, trading, 
OG O06, oo. eS 6,900,000 
Miscellaneous . : 201,564,885 147,587,898 
TOR nanan ccscceececceeeeeceeeeeneeeeee § 3,459,595,950 $2,047,882,512 
Short-Term Bonds and Notes: 
CS ae Ta ero sien 
Public utilities —_____.___... 200,000 436,000 
Iron, steel, coal, copper, efC, oes ee 
Equipment manufacturers ...... 
Motors and accessories.............. Bree Racere 
Other industrial and mfg.......... 5,700,000 600,000 
Oil pees ene 
Land, buildings, ete..................... eae 
Ea enree 600,000 
Shipping ee Ow eee 
Investment trusts, trading, 
EA eee cas panes 
Miscellaneous |... 57,890,000 35,175,000 
Ce here ET $ 64,390,000 $ 36,211,000 
*—Includes Canadian and Other Foreign Corporate Issues. 





Source: Commercial and Financial Chronicle. 














Particular attention should also be given to debt 
maturities, both as to size and spacing, in relation to 
working capital and prospective earnings. It may be 
worth mentioning in this connection that a good deal 
of recent borrowing may be temporary in character, 
to be followed either by funding of the debt or by 
later equity financing. The latter of course would 
obviate the need of debt amortization, a solution un- 
doubtedly sought by most companies where perma- 
nent expansion of productive facilities was the un- 
derlying reason for borrowing. 
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The Sterling 
 — 


in EMPIRE |] 
TRADE 


By V. L. HOROTH 


_ i has been strong since the devaluation 
of the French franc that the pound sterling is also 
one of the currencies that need to be readjusted to 
“international economic realities’. The unqualified 
British refusal to allow the pound sterling to be 
traded officially in the Paris free market has been 
interpreted as a sign of British uneasiness about 
sterling’s future. The International Monetary 
Fund’s protest that a free market might cast ‘an 
unwarranted doubt on the real strength of many 
currencies” has been facetiously twisted to read 
that it might cast “a warranted doubt on the weak- 
ness” of such currencies as sterling. 


The Future of Sterling 


What future is there for the pound sterling? Will 
an unflattering cross-rate force the British to de- 
value, or will they be able to peg sterling at the 
current level? Unless the British keep a close watch 
over French purchases in the sterling area, Paris 
may be able to buy such commodities as tin and 
rubber at the rate of 214 francs per dollar and, by 
reselling them in the American market, get around 
270 francs per dollar. It need not be stressed here 
that the devaluation of the pound would have far- 
reaching consequences. It could easily accelerate 
the shift from the seller’s to the buyers’ market for 
many commodities and thus precipitate a long-anti- 
cipated decline of the international price level. 

However, before considering the agrument for 
and against the devaluation of sterling, it may be 
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Photo by British Co 


well to examine what has happened to the pound 
sterling’s position as an international currency since 
the suspension of its convertibility into dollars on 
August 20, 1947. After all, a change in the pound 
sterling’s par value involves many considerations. 
The British have by no means given up the idea of 
restoring sterling’s prestige as the leading interna- 
tional currency. London derived a sizeable income 
from conducting international trade and banking 
operations before the war, and this income, varying 
from £20 to £40 million, played an important role 
in the balancing of Britain’s international pay- 
ments. 

The British want this business back, and this is 
why they have been striving hard to make the 
pound sterling convertible again. They are trying 
to perfect a system which they began to develop 
just about one year ago but which proved to be 
still inadequate last August. In order to explain 
what is being done now, it may be advisable to 
review briefly the steps taken prior to last July 15. 


How Convertibility Worked 


It will be remembered that the convertibility was 
carried out gradually. Arrangements were made 
with about seventeen countries whereby the old 
sterling balances accumulated up to about the end 
of 1946 were blocked and segregated in special 
accounts from the pound sterling arising from cur- 
rent operations. Each country now has two sets of 
accounts. In the case of Portugal, for example, the 
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old sterling balances amounting to about £80 mil- 
lion, are sealed off in the so-called “Portuguese Or- 
dinary Non-Resident Accounts”; on the other hand, 
the pound sterling earned by Portugal since Feb- 
ruary 1947, when the monetary agreement was 
signed, is segregated in the so-called “Portuguese 
Transferable Accounts”. 

The next step was to make the pound sterling in 
the transferable accounts freely transferable among 
the accounts of the seventeen countries that signed 
the conventions with Great Britain and also to the 
accounts of the sterling area countries such as Aus- 
tralia, New Zealand, and South Africa. And even- 
tually this “new” sterling became also transferable 
to the so-called ““American Accounts” (see accom- 
panying tabulation for the enumeration of the 
American Account countries) which was tantamount 
to conversion into dollars. 


Old and New Sterling 


The need for the strict separation of the pre-1947 
sterling from the new sterling arose from the well 
justified fear that some of the countries might use 
the old sterling for payment for their imports and 
convert all transferable sterling into dollars. This 
actually happened, and in the seven weeks from 
July 1 to August 20, the Belgians alone converted 
some £35 million of the current sterling into dollars, 
although they needed sterling exchange for the 
repayment of certain debts later on. 

Finally, in order to liquidate in an orderly man- 
ner the old, pre-1947 sterling balances, the British 
agreed to release a certain amount of them every 
year either for conversion into dollars or for pay- 
ment for certain exports from Great Britain. The 
sum total of these releases, agreed upon usually 
after hard and lengthly negotiations, amounted in 
1947, as will be seen from the accompanying table, 
to about £165 million, or $660 million. This was a 
sizeable amount, considering the gap in the British 
balance of international payments. 

The suspension of convertibility meant that the 
transferable (new) sterling ceased to be automati- 
cally convertible into dollars. It still can be con- 
verted into dollars (the usual technical term is: 
transferred to an American account), but permis- 
sion must be given by the Bank of Eng- 








The Following Countries Are Included in the 


| 
| 
; 

American Account Area 


| United States Colombia Guatemala Panama i 
| U.S. Dependencies Costa Rica Haiti Peru 
Philippine Islands Cuba Honduras Venezuela 

| Bolivia Dominican Rep. Mexico 
| Chile Ecuador Nicaragua 


| Sterling may be transferred within the American account area and 
| converted into dollars. 


NOTE: Canada and Newfoundland originally formed a Transfer- 
able Account unit; following the suspension of convertibility 
into dollars, the transferable system as far as Canada is 
concerned was cancelled, and the debits and credits to 
Canadian Accounts is now subject to much the same rules 
as the credits and debits to American accounts. 











since last August from sterling back to the dollar. 
Two countries, Egypt and the Sudan, left the ster- 
ling bloc. 

The tendency indicated in the payment agree- 
ments renegotiated since last August (with Bel- 
gium, Sweden, Portugal, Iraq, Egypt, etc.) is to 
induce the country concerned to hold an increased 
amount of transferable sterling. Any excess over 
this agreed amount is convertible into gold or dol- 
lars. In the case of Belgium, the transferable ac- 
count facilities were withdrawn, possibly because 
the Belgian monetary authorities failed to cooper- 
ate last summer. The releases of old pre-1947 ster- 
ling for 1948 uses have been unexpectedly generous, 
particularly in the case of Egypt. 


“Seepage”’ from Old Blocked Balances 


The popular idea seems to be, even among finan- 
cial writers, that the failure to maintain the con- 
vertibility of the pound sterling was due to “the 
seepage” of old pre-1947 sterling into transferable 
and American accounts for conversion into dollars. 
Undoubtedly the segregation of the old, blocked 
sterling balances from the transferable was not per- 
fect. In many countries, such as Switzerland, what- 
ever was held was unblocked. There were many 
British notes circulating abroad, particularly in the 
Mediterranean countries. But on the whole, the 
British authorities had (Continued on page 553) 





land. Outside of the “American account 
area’, the transferable sterling can still 
be used freely, let us say, by a Portu- 
guese who wants to make a payment in 


sterling to a Norwegian. However, such FOLLOWING: RESIDENT ACCOUNTS [BLOCKED] NON- | 
a transaction must now be reported to vi 
the Central Banks of Portugal and Nor- | Argentine Transferable Accounts Afghanistan Libya 
: Brasilian Andorran Nepal 
way and to the Bank of England as well. pepe < oe Sicacen 
No permits are required for the trans- Netherlands Argentina Portuguese Monet. Area 
fer of current sterling from, let us say, Egyptian 7 Brazil Siam — 
one Portuguese Transferable Account a so ar om 
. . innt . 
within the country to another Portuguese te “ Met eh a | 
Transferable Account. Italian - Egypt Sweden 
Although premission is_ invariably Norwegian : Erithrea ion ; 
granted, the cumbersomeness of the ap- Portuguese = z Ethiopia ripolitania 
: . . . | Spanish Finland Uruguay 
plications is not conducive to the use of Powell " rine ithe 
the pound sterling as an international | Swedish ' " Italy 
payment medium. It is no secret that the | Uruguay ; " Liberia 


international business of British banks 
requiring three-cornered transactions 
has been hit. Many Latin American 





FROM ANY OF THE 


|NOTE: Transfers are allowed TO and above countries FROM AMERICAN AC-| 
COUNTS; however UNDER NO CIRCUMSTANCES FROM transferable or 
ordinary accounts of the above countries TO American accounts. 


Sterling Transfers Are Permitted 


To the Account of any of the following countries 











countries, such as Brazil, have switched 
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<< CAMPAIGN SIDELIGHTS 


By E. K. T. 


GOV. STASSEN’S entry into the Ohio primary 
against Senator Taft has Washington political cir- 
cles buzzing. The implications are numerous. Stassen 
still is believed to be running, actually, for the vice 





WASHINGTON SEES: 


Democratic leaders are not worried by the 
threat of a revolt of southern states in protest 
against findings of the Committee on Civil Rights 
and their indorsement by President Truman, but 
they admit there is increasing reason for greater 
independence in those states than ever before. 

Especially in the smaller communities (which 
are more numerous in the south than in other 
parts of the country) the local post office is the 
political center and community public forum. Only 
a handful of postmasterships are in republican 
possession today, and all incumbents are ap- 
pointed for life, rather than for the four-year 
tenure which governed before FDR changed it all. 
To retain the postmasterships, the only semblance 
of federal patronage in many towns, it was nec- 
essary to get out the vote and win the election— 
in the case of states below the Mason-Dixon Line, 
to win for the democrats. That no longer holds 
true. The jobs are safe “during good behavior.” 


Members of congress from those states are sure 
of re-election regardless of the fate of the na- 
tional ticket. That means the Washington office 
patronage is secure without the help of the White 
House. And, as one congressman put it, the 
south believes the democrats are the best min- 
ority party and the worst majority party. They're 
on the conservative side. 

A “bolt” can't be tossed aside lightly. It hap- 
pened in 1928. But, democratic headquarters 
points out, the irritant this year is the White 
House attack on Jim Crowism—and both the 
GOP and Henry Wallace denounce it more 
vigorously than the White House! 








presidential nomination and his challenge to Taft 
is taken to mean he doesn’t consider the Ohioan 
likely to be “choosing a running mate” in Philadel- 
phia. By affording a rallying point for anti-Taftites 
in the primary, possibly picking up a few delegates, 

Stassen probably could claim credit for “stopping” 

the favorite son—a likely result if Taft doesn’t have 
the entire Ohio delegation in his corner. 


PREDICTION that the generals would kill each other 
off before the GOP settled down to picking a ticket 
was borne out by the unequivocal disclaimer of Gen. 
Dwight Eisenhower. If Gen. Douglass MacArthur 
can gain substantial support in the face of “Ike’s” 
subdued, but effective, argument against career sol- 
diers entering the field of politics, GOP leaders here 
will be surprised—disappointed. And that brings 
Stassen back in to the picture. He would supply the 
“war veteran” ingredients designed to make the 
ticket palatable to the GI’s. 


DISCUSSION continues in congressional cloakrooms, 
hotels and cocktail lounges in the Capital as to what 
aspirant will profit most by Eisenhower’s withdraw- 
al from possible candidacy. It is not illogical to think 
Harry S. Truman might. But the talk usually is 
confined to the republican prospects and while Stas- 
sen is making broad claims, a “draft Vandenburg” 
move is getting under way. Reasoning is that much 
of “Ike’s support was based on failure of any of 
the announced aspirants so far to create enthusiasm 
in the ranks. 


WAR CONTRACT probe which made Henry S. Tru- 
man vice president, cleared the way for him to enter 
the White House, was counted upon by the GOP for 
potent campaign material, but its string of luck has 
run out. The special committee is going out of busi- 
ness, being supplanted by an Executive Expendi- 
tures sub-committee. Normally classed with the most 
astute members of congress, Senators Brewster and 
Ferguson made a farce of the Hughes-Roosevelt 
study. The committee never regained good repute. 
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There's a mild suggestion of reinstatement in the 
flow of praise which is being poured upon the Home Owners’ 
Loan Corporation as it prepares to close its books after 15 
years of operation. The record is commendable, unusual: a 
government lending corporation which took on what is 
conceded to have been the worst types of risks and shows 
no loss. It will "break even." 









































HOLC will lie dormant, not dead. Skeleton 
organization is contemplated (much as a skeleton of 
selective Service Headquarters is being held together by 
somewhat loose wires.) Congressmen of both political 
faiths are cautiously suggesting that the agency be kept 
intact. Final decision will be one of degree, but HOLC 
won't be obliterated. 


























Reason, of course, is found in the fact that, 
despite talk of standstill in home construction industry, 835,000 houses were com- 
pleted in 1947. In December, 62,000 were started and will be completed before spring. 
A new all-time winter record, incidentally. Under the force of law, most went to 

GI’s who may find themselves in need of mortgage refinancing in early years. 





























Insured mortgages, guaranteed by Federal Home Financing Agency, will not 
reflect current inflated market prices of dwellings which have been occupied. But 
private lending agencies will be reasonably safe in arranging financing of new 
houses. Mortgaged properties may be sold subject to the original insured debt, but 
FHA will not increase the coverage to reflect today's prices unless exceptional con- 
ditions are shown to exist. Prevailing costs will be taken as the base on new build- 

ings, however. 




















Stage is being set in Washington for a third round of wage increases. «The 
spotlight is playing on the United Automobile Workers who are up with a demand for a 
boost of 30 cents an hour. Cost-of-living is the stated reason, and comparison is 
made with June 1946. This comes while the White House is preparing to name a fact- 
finding board to stave off a general rail strike. Negotations between the railroads 
and three operating unions have collapsed and Presidential efforts to revive them 


have failed. 
































There's a changed attitude in Washington toward strikes and threats of 
strike. These no longer raise terror in the hearts of the lawmakers and administra‘ © 
tors. And approved or disapproved, the Taft-Hartley Law is the source of reassurance. 
It is the harbinger of what's ahead for development whenever congress thinks the time 
has arrived for action. 

















Capitol Hill has flatly refused to give President Truman power, at his dis- 
cretion, to slap ceilings on selected commodities and on wages when essential to the 
maintenance of such price ceilings as may be placed. But congress can change its 
mind. It will be remembered that the solons rejected the Case Bill as too drastic 
and in a matter of months enacted the T-H-Law which went even farther. More analytical 
union leaders privately accept the blame, are cautioning against overreachings which 
might bring on "more of same." 



































Congressmen are maintaining a high vocal pitch in their discussions of the 
European Recovery Plan, but at the same time they are showing signs of bewilderment. 
If it were merely an enabling act, the vote could be taken today -- it would be indorsed 
almost unanimously. But the lawmakers are up a tree on the amount to be spent, have 
established truth of that statement by calling in private citizens to advise them. 


A most unusual procedure, amounting almost to a confession. 
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Senators and representatives wrestling with the problem daily are showing 
more interest in the views of Herbert Hoover, Bernard M. Baruch and John Foster 
Dulles than they are in the reactions of one another. It has come to be custom:to call 
in Baruch whenever the economy shows signs of cracking up; Dulles, while too 
closely associated with Gov. Thomas E. Dewey for the comfort of other Presidential 
aspirants, is the symbol of GOP position on foreign policy, naturally gains a hear- 
ing. But the triumph is greatest for Herbert Hoover, back in the harness, 17 years 
later, with his prestige still spiralling upward. 



































Those who gave John W. Snyder short existence as Secretary of the Treasury 
when he first took office (and they were legion) are ready to agree now that he has 
become the Cabinet kingpin. Few doubt that he dictated the displacement of Marriner 
Eccles of the Federal Reservé System by Thomas B. Mc Cabe. Democratic Committee 
Chairman J. Howard Mc Grath, explaining appointment of a republican to the high post, 
called it a "personal selection" by the President. It was, technically. 
































Relationships between Snyder and Eccles became strained shortly after the 
former came to Washington and took precedence over the Reserve System board chair- 
man in mapping fiscal policy. There have been instances where they have publicly taken 
diametrically opposed positions on public questions. But the irony of it all is 
in the fact that they have been coming closer together in recent months and Eccles 
demotion to vice chairman might have been avoided if time had not arrived to 
select a four-year chairman. But the decision already had been made and it was 
carried out. 
































Rejection of Henry Wallace's third party candidacy by a majority of the 
unions affiliated with the CIO couldn't affect his chance of election (he had no chance 
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fringes. The CIO action was a tonic to the White House. Mr. Truman and his advisers 


now say few votes will be "wasted" on Wallace at the expense of the democratic ticket. 

















. Another blow to the third party is about to fall. This time it will be 
delivered by the largest union in the world -- United Automobile Workers. That 
organization hasn't spoken yet, but UAW President Walter Reuther has, and that's just 
about the same thing. Reuther, visiting the National Press Club was asked by a 
reporter, this two-pronged question: "Whom will UAW support for President? Will 
Wallace get its support?" Reuther's answer: 





























"We regard Henry as a lost soul. The communists render the best ‘valet 
service’ in the world. They'll write your speeches for you, assemble the crowds, 
furnish the applause, and, if there is need for it, they'll inflate your ego too. 


We don't know at this point which party we'll support. But it won't be Wallace!" 



































Inflation has hit the republican national convention delegate market. 
The State of Arkansas is about to have its first Presidential preference primary 
among republican aspirants. Arkansas is a one-party (democratic) state which the 
GOP has not in all history come close to carrying in a national election. So the state 
republican committe said all right if the candidates foot the bill. Estimated cost is 
$50,000, or about $5,500 for each of the nine electoral votes. They might be valuable 
in a convention fight but there's no prospect of counting them for a republican in 


the election. 


Harold Stassen believes he is the candidate most likely to benefit by 
General Eisenhower's disclaimer of Presidential aspirations. The war veteran vote 
is flocking to him, his headquarters says. 
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cites industry enters the third full peace 
year at the top of the postwar boom with immediate 
prospects highly satisfactory; yet uneasiness over 
the outlook appears to be increasing. The wide- 
spread feeling of uncertainty stems from the action 
of commodity prices, new measures to restrain bank 
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credit and devaluation moves abroad. Additional 
major question marks are such vital problems, as 
yet unclarified, as the extent and implications of the 
European Recovery Plan, third round wage in- 
creases and tax relief. 

Undoubtedly the year ahead will bring problems 
challenging every businessman, and increasingly 
calling for adjustment of the many distortions that 
have characterized our postwar boom. 

To establish and maintain a constructive invest- 
ment program under current and prospective con- 
ditions, close and continued scrutiny and interpreta- 
tion of fundamental trends is a prime requisite. 
Only by recourse to reliable facts and trained judg- 
ment can the investor protect his position. From a 
stock market standpoint, the year ahead may be a 
difficult one, perhaps full of contradictory move- 
ments and reactions. All the more, such a prospect 
makes it imperative to keep informed and recognize 
trends in the making. 

To assist our subscribers in arriving at sound in- 
vestment decisions, The Magazine of Wall Street 
presents its Security Appraisals and Dividend Fore- 
casts at six months intervals, in addition to its regu- 
lar coverage of important developments. By this 
method, the maximum number of industries are 
periodically reviewed on the basis of all available 
information, supplemented by statistical data for 
ready comparisons. Additionally, brief comments on 
the status of each company listed are presented. 

The key to our ratings of investment quality and 
current earnings trends of the individual stocks— 
the last column in the tables preceding our com- 
ments—is as follows:A+, Top Quality; A, High 
Grade; B, Good; C+, Fair; C, Marginal. The accom- 
panying numerals indicate current earnings trends 
thus: 1—Upward; 2—Steady; 3—Downward. For 
example, Al denotes a stock of high grade invest- 
ment quality with an upward earnings trend. 

Stocks marked with a W in the tabulations are 
recommended for income return. Issues regarded as 
having above average appreciation potentials are 
denoted by the letter X. Purchases for appreciation 
should of course be timed with the trend and in- 
vestment advice presented in the A. T. Miller market 
analysis in every issue of this publication. 
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By H. F. 


: | | of aircraft are facing 1948 
with a renewed wave of optimism, after a year in 
which the industry generally experienced some de- 
cidedly tough going. In sharp contrast to other 
forms of enterprise enjoying record breaking pros- 
perity during 1947, makers of airplanes for the 
most part ran heavily into the red, some sustaining 
losses even more severe than in. 1946. In view of 
the improved outlook ahead, however, shares of 
many concerns in this field have been rebounding 
rather substantially from the dismal levels estab- 
lished some months ago; in fact they have been 
attracting a distinct measure of speculative support. 


Last Year’s Losses 


According to the Aircraft Industries Association, 
the leading aircraft manufacturers were forced to 
shoulder operating losses aggregating about $100 
million in 1947, although tax carry back credits of 
close to $60 million may substantially reduce the 
figure. Even after application of this offset, how- 
ever, and after recourse to available reserves, it 
looks as if the industry as a group would have to 
report net losses totalling over $20 million for last 
year. Of a dozen’ or more important units in the 
industry, only a few were fortunate enough to come 
= unscathed and able to show a modest 
profit. 

Although shipments of this industry in 1947 were 
valued at nearly $1.1 billion, this sizeable amount 
compared discouragingly with the peak of $15.2 
billion achieved in the war year 1944. Granted that 
the great bulk of surplus facilities erected during 
hostilities belonged to the Government and that 
many of those built by the private concerns had 
been charged off by accelerated amortization, the 
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peacetime slump in business created reconversion 
difficulties involving heavy expenses and delays that 
proved difficult to overcome. Despite large postwar 
orders for commercial and civilian planes from 
domestic and foreign markets, the extent of de- 
ferred demand from these sources had definite 
limits, while Government spending for aircraft 
dragged along at a level far from sufficient to sup- 
port this greatly expanded industry. 

What has been proving the greatest barrier to 
profitable operations, however, has been the speed 
with which technological improvements have out- 
stripped manufacturing operations, As it normally 
takes eighteen months from start to finish on a mod- 
ern airliner, it can be envisaged what happens to 
manufacturing schedules when at frequent intervals 
it is necessary to change designs and equipment. 
And customers are no more to blame for these 
costly upsets than the manufacturers themselves, 
for research in the individual plants is conducted 
on an enormous scale, partly paid for by the Gov- 
ernment on a slim fee basis but largely undertaken 
at the manufacturer’s expense. Millions and millions 
of dollars have had to be thrown into the hopper 
in this manner to produce the most efficient passen- 
ger and cargo planes that are now beginning to 
throng the skies. And as it often happens, they 
hardly have made their initial flights when some 
competing concern comes out with an advanced 
design that promises more speed and lower oper- 
ating costs. 


What About Growth Potentials 
Now that the art of travel by air has been defi- 
nitely mastered, to bring all parts of the world 
within easy reach, and we have an increasing army 
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Pertinent Statistics on Aircraft Stocks 





Per C 





Order 
Backlog* Book 1946 1947 
($million) Value Net Net 





Share 





1947 1947-48 Recent ment . 
Dividend PriceRange Price Rating COMMENTS 


Invest- 





Beech Aircraft... $22.4 $16.48 def$.57 def$4.54 Se ia) 


Nil 


12 - 5% $10 Cl Downirend in sales of small planes plus 
rising costs of production created size- 
able deficits during 1947. No dividend 
in sight. 





Bell Aircraft ................... ; = 42.20 defI.51 def.87 Se? 


$1.00 


18!/4-10% 17 C+ Production of helicopters stabilizing 
volume but heavy engineering expenses 
have more than absorbed operating 
profits. Dividend prospects poor. 





Boeing Airplane ............ 280.0 42.81  def.30 def.33 Se9 


1.00 


2634-1 4!/g 25 C+ Small deficit for 1947 probable despite 
large volume. Large backlog may re- 
verse earnings trend in current year. $! 
per share dividend likely to hold. 





| BOC ene ; 7.97 42 53 Se 


.20 


4\/- 2! 4 C2 Output of small planes plus substantial 
order for Government furniture ap- 
parently brought modest profits last 
year. Small dividend may be safe. 





Consolidated-Vultee ..... 335.5 33.69 defl.77 def3.99 Se9 


50 


17%-10! 15 Large operating losses in 1947 partly 

Ys /2 cr offset by $18 million tax carry back. 
Sale of non-aviation interests and ad- 
vent of new management improve 
prospects for 1948. Dividend status 
clouded. 





Curtiss-Wright 130.0 14.70 .02 def.29 Se9 


By 


634- 4lh, 5 C+2 Uptrend in both sales and backlogs 
last year but only nominal earnings pos- 
sible, if any. Large cash resources may 
warrant dividend stability. 





Douglas Aircraft ..... 156.5 122.19 3.63 defl.95 Ag? 


2.50 


76 -45!/, 54 B2 Heavy charge-offs of DC-6 development 
costs cut into profits severely but im- 
provements likely henceforth. Main- 
tenance of liberal dividend obscured. 





Fairchild Cam. & Instr.. 8.5 14.96  def.29 .22 Jeb 


30 


1334- 7! 10 +2 Good chance of reporting moderate 

Ta fe C profits for 1947 enhanced by large de- 
mand for civilan cameras. 30 cents divi- 
dend probably earned. 





Fairchild Eng. & Air. 28.0 4.80 42 .04 My5 


Nil 


45-2 4 C2 _——-Has five divisions producing engines, 
plane parts, rowboats and developing 
atomic power. Downtrend in earnings 
precludes early dividend payments. 








Grumman Air. Eng... 66.5 49.84 66 2.62 Jeb 
X 


37'/o-17 36 C+ 1 Good cost controls and substantial 
Navy procurement orders brought sharp 
upturn in net earnings earlier in 1947, 
probabiy assuring continuance of $3 
annual dividend rate. 





Irving Air Chute... 11.47 def.21 


75 


Wa- 43 | Leading maker of parachutes. Profits 

Ve % Sz C+2 undoubtedly lowered last year by 
smaller volume and rising costs. Divi- 
dend stability not certain. 





Lockheed Aircraft... 126.0 33.50 2.84 def4.54 Jeb 


Nil 


20 -105% 16 C+ Higher earnings possible in 1948 with 
substantial backlog and chances of in- 
creased output. 1947 probably well in 
the red. Dividend prospects slim. 





Martin, Glenn L..... + 100.0 50.72 2.97 def 13.70 E 


75 


34-14 17 C+] Cancellations for commercial planes 
last year curtailed volume. Company 
estimates a heavy loss for 1947. De- 
creased cash resources preclude early 
dividends. 





North Amer. Aviation... 273.0 10.40 f. 
xX 


6 1.28 Se 


Nil 


- 65 ! + Large orders for jet bombers and 
10%- 6% a C+I fighter planes enhance 1948 potentials. 
Though operations were fairly profitable 
in fiscal 1947, no early dividend re- 

sumption likely. 





Northrop Aircraft ........ 23.9 14.65 def.06 54 Jl 


25 


9p. 53 | Efficient management achieving slight 

ts 5% ’ c+ uptrend in net profits despite narrow- 
ing margins. Small dividend well cov- 
ered by net earnings. 





Piper Aircraft... ; 2.23 def.05 02 Je9 


Nii 


a. bG Reduced demand for small planes prob- 

6% '%5 a C2 ably resulted in slight loss for fiscal 
1947, and prospects for 1948 not too 
bright. No dividend likely. 





Republic Aviation ...... 78.0 6.80 def7.51 def.96 Se9 


Nil 


i. Deficit likely to be shown for 1947, but 
%% 4% ’ cI better resuits expected during current 
year. Capital needs preciude near term 

dividends. 





Ryan Aeronautical ........ 10.20 y Ses, 


Vo. 31 | Developing jet-propeller plane for 
6% 3/2 4, @ Navy but last year’s operations brought 
few w ony profits. Small dividend may 

e safe. 





Solar Aircraft 0 8.4 7.35 86 defi.30 Ap(b) 


V,. 71 Leading maker of aircraft exhaust 
15% "4 10 cl manifolds, nearing the end of a fiscal 
year with net ernings probably on the 

upgrade. But dividends not in sight. 





United Aircraft ............... 275.0 31.60 1.79 1.92 Se9 
X 


V/o-167 Sales and earnings fairly stable com- 
26'/2-16%e 25 BI pared with previous year, and good 
outlook for 1948. Strong finances war- 

rant dividend maintenance. 





Wright Aeronautical... 45.7 112.29 6.96 88 Se? 


5.00 


a Important supplier of aircraft engines. 
lls ” C+2 Sharp decline in net earnings for 1947 
may threaten stability of $5 annual divi- 

dend rate. 





Ap—For fiscal year ended April 30. 
Ji—For fiscal year ended July 31. 
Se—For fiscal year ended September 30. 
My5—For 5 months ended May 31. 
Jeb—For 6 months ended June 30. 
Je9—For 9 months ended June 30. 








—————s 


Ag9—For 9 months ended August 31. 
Se9—For 97 months ended September 30. | 
E—Estimated by Glenn L. Martin Co. for the year. 
*—Latest indicated. 
(a)—For 3 months ended December, $.80 per share was reported. 
(b)—For 6 months ended October 31, $.79 per share was reported. 
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of pilots to handle the planes, it is natural to sup- 
pose that the growth potentials for the aircraft 
industry were vast indeed. While over the long term 
there is some ground for optimism along this line 
of reasoning, the high cost of equipment, the 
rapidity of obsolesence, substantial operating costs 
in flying, limited ground facilities and competing 
forms of transportation are all combining to restrict 
potentially huge markets. By the end of 1948, for 
example, it is thought that producers of commercial 
transports will face the approach of a saturated 
market with close to 1000 planes in service, al- 
though a year later there may be room for another 
100. By 1950, the airlines may have enough modern 
planes to last for several years, providing their 
already overstrained financial resources permit the 
carrying out of current re-equipment plans. As 
matters now look, only one of the major domestic 
airlines is apt to show a profit for 1947, thus in- 
tensifying their troubles in attracting much needed 
new capital. 


Civilian Aviation 


As for civilian flying, though some 36,000 smaller 
planes were sold in 1946, the number fell off to 
around 17,000 last year, as flying schools finished 
filling their hangars and private owners harassed 
by rising living costs, often found operating costs 
of $5 or $10 per mile too expensive. 

All these problems have pointed up to need of 
larger scale Government assistance to the aircraft 
industry to avoid a lapse into bankruptcy before 
long. At intervals last year, this dangerous threat 
to our national security was pounded into the ears 
of Congress and the Administration with seemingly 
constructive results. Widespread recognition that 
not alone commercial considerations, but military 
expediency as well, call for expansion rather than 
contraction in airplane development has at last 
brought some results. Already the President’s Air 
Policy Committee, headed by able Thomas K. Fin- 
letter, has handed in its report advocating Govern- 
ment outlays of around $3.8 billion for new planes 
and research during 1948-49. Within a few weeks, 
too, a special Congressional Committee will be out 
with a report based upon special studies of the air- 
craft industry now being conducted by Leland- 
Stanford University. 

Since the aircraft industry is starting 1948 with 
a backlog estimated at $2 billion, with more than 
a fair chance that another $500 million will be 
added in near term months, regardless of the Fin- 
letter program, it appears that most of the larger 
concerns have a more satisfactory year ahead than 
they experienced in 1947. This prospect is further 
supported by the expectation of smaller write-offs. 
The fact that the privilege of using tax carry back 
credits expired at the end of 1947 stimulated numer- 
ous concerns to charge off most of their huge devel- 
opment expenses last year, 








New business in sight includes only a small pro- 
portion of commercial transports, on which profit 
margins have been receding rapidly. Production 
contracts with the Government, along with federally 
allotted amounts for research work, though none 
too liberal on the profit side, comprise a backlog 
that should permit earnings to extend fairly well 
into the black for the full year. Additionally, the 
development work paid for last year should bear 
fruit in 1948 as it becomes increasingly possible to 
step up shipments, and to spread overhead over the 
enlarged output. 

Now comes the prospect that Congress will soon 
step into the breach with some large orders that 
may stabilize the aircraft industry’s operations at 
a much higher level than seemed possible a year 
ago. Managements and students of this industrial 
group have always recognized that the very slow 
turnover and the constant changes in plans create 
a difficult barrier to profitable operations that could 
only be surmounted if operations were conducted 
on a long range basis, preferably as long as five 
years’ time. Such a program is already being fol- 
lowed by Britain and several other foreign nations, 
but the United States thus far has lagged far be- 
hind, in part because of budgetary problems. 

As a start in the right direction, the Air Policy 
Commission recommends that during the current 
year alone, the Air Force budget should have an 
additional $542 million at its disposal and that in 
1949 the annual spending rate be lifted by $1.5 bil- 
lion. Total outlays by the Army Air Force and for 
Navy aircraft, if Congress agrees, would amount 
to an annual rate of $4.1 billion for 1948 and $5.4 
billion in 1949. Coming on top of $11 billion present 
budgetary requirements for military purposes, these 
new proposals may stagger Congress, struggling as 
it now is to finance the Marshall Plan, prune Fed- 
eral expenses and achieve income tax cuts. How- 
ever, urgent defense needs including continued 
mastery of the air may well transcend all other 
considerations, so that despite some likely trimming 
of the sums suggested, the immediate and long 
term potentials for the manufacturers of aircraft 
and parts may become decidedly brighter. 


Proposed Air Force Program 


Better yet, the Finletter report envisages build- 
ing of 10,081 first-line planes and a reserve of 8,100 
more for the Army Air Force by 1953, along with 
an additional 10,893 for the Navy. And plans to 
keep this air fleet of more than 29,000 planes thor- 
oughly modernized must be laid several years in 
advance at all times. To carry out a program of 
this magnitude would involve still larger expendi- 
tures for construction of aircraft or for develop- 
ment expenses after 1949 than in the first two years 
of the plan. 

Chances are that when the special congressional 
committee issues its (Please turn to page 558) 
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1948 


By ROGER 


Pies market mentality is able to rid itself of that 
almost unexplicable “fear complex” that has kept 
price recoveries in rails in check each time the 
movement has shown signs of broadening, Wall 
Street again will turn to its time-tested yardstick 
of wn such securities by earnings, assets and 
yields. 


Appraising Rail Values 


Dollar for dollar, the railroad group offers more 
in terms of such value than a good many other 
security groups traded on the Exchange. This is 
not a thought or theory stemming from fancy, hear- 
say, or idle speculation, but from an appraisal of 
the 1948 outlook suggested by the industry’s own 
figures. It is for this reason that investors may be 
well advised to take a more active interest in the 
rail situation. 

Not all statistics of complete 1947 railroad oper- 
ations are available at this writing. But enough 
are at hand to indicate that results surpassed even 
the most optimistic forecasts that could have been 
made at this time a year ago. 

Some review of this showing is essential to any 
appraisal of the future, necessary in gauging the 
trend of earnings for 1948 and the effect of this 
on security prices. 
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tentials or the Rails 






CARLESON 


Combined operating revenues of all Class 1 roads 
in the first 11 months of 1947 reached $7,877,266,- 
000 comparedwith $6,990,748,000 in the correspond- 
ing 1946 term; expenses were $6,165,912,000 vs. 
$5,808,358,000, while net operating income came to 
$700,834,000, a gain of nearly 39% from the $516,- 
075,000 of the year before. 

Thus, it may be estimated that the industry’s 
gross for all of 1947 approximated $8,600,000,000 
and that net income amounted to roughly $470,000,- 
000. This compares with $7,627,313,000 and $288,- 
500,000, respectively, for 1946. More important than 
the actual figures, however, is the fact that this 
excellent showing was made in the face of extremely 
poor results by most of the important Eastern trunk 
lines which escaped net deficits by a small margin. 
Also, it should be remembered that the industry’s 
plea for relief from higher wage and material costs 
had only been partially answered at the year end. 


Net Income Comparison 


Net income of $470,000,000 in 1947 is no mean 
accomplishment when one considers that it is higher 
than any peace-time year since 1930 with the single 
exception of 1941, and is not much under the latter’s 
$499,800,000 net, derived in large part from pre- 
war industrial acceleration. As for gross, 1947, far 
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outstripped any previous peace-time year, being sur- 
passed only by 1943 and 1944 when inflated passen- 
ger receipts, much of it representing troop move- 
ment, bolstered the totals. 


In formulating any opinion as to the future one 
must be guided in at least some part by the indus- 


| 
| Now, what is ahead for the current year—1948? 


try’s own forecasts, adjusting these to various 
| changes in the rate structure, to costs and to in- 


creases for supplementary services, such as express 
and mail receipts. 


The Freight Rate Increases 


Even if one attempts to reach a minimum and 


| maximum expectancy for total 1948 operating rev- 
' enues, the findings are so constructive as to belie 
| those who feel that present prices for rail securities 


are hight . 
To begin with, it should be understood that the 


| railroads are now operating with the benefit of two 


“interim” freight rate increases. The first of these, 
authorized on October 6, 1947, became effective 
about October 15; the second, authorized December 
30, 1947, was generally in effect about January 7, 
1948. 

Combined, these temporary increases, to be supple- 
mented by the Interstate Commerce Commission’s 
final decision in the next few months, have given 
the roads what amounts to a 17.5% boost in rates 
on an over-all basis. This is roughly 60% of the 
industry’s own request, the latter representing an 
average increase of 29.1%. 

While it can hardly be expected that the Commis- 
sion in its final action will grant the roads all they 
have asked, enough of a trend is indicated to assume 
that when the Ex Parte 166 decision is handed 
down, additional benefits will accrue. 

But as matters stand even now, without consider- 
ation of any further hike in rates, railroads were 
able to enter the new year on an operating founda- 
tion which assured full compensation for increased 
wages to all labor unions, including any which may 
be attained by the three operating brotherhoods 
whose case remains unsettled. 


1948 Operating Outlook 


Examining the 1948 operating situation from the 
most conservative standpoint, and using as a base 
for calculation the industry’s own projection, one 
must assume a gross volume of business approxi- 
mating the previous record peak of $9,436,800,000 
established in 1944. 

This seems the minimum which should be realized 
in gross, and allows for some recession in general 
business activity in the second half of the year and 
for a further lag in passenger receipts. On the other 
hand, there is a very good reason to believe that 
1948 revenues will be considerably larger, perhaps 
reaching $10,000,000,000. 

This can be illustrated very simply—by adding 
the $1,230,000,000 which the 17.5% freight rate in- 
crease so far received represents on an annual basis 
to the estimated 1947 gross of $8,750,000,000. Were 
passenger, railway express and mail pay increases 
included in the total, the result would become even 
more impressive. 

Actually, these figures are important only in their 
relation to the final showing—net income. The lat- 
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ter is more difficult to forecast because gross and 
net are divided by a great sea of cost and tax items, 
fixed and contingent charges, as well as “other” 
income. 

Allowing, as one must, for the many contingen- 
cies that may arise in the situation, the railroad 
industry in 1948 should have no difficulty in attain- 
ing net income of approximately $600,000,000, with 
a very excellent possibility of a $700,000,000 level 
of net. 

To find any parallel for either the lower or higher 
figure, excluding the 1942, 1943 and 1944 war years, 
one would have to go all the way back to 1929 when 
net income fell just short of $900,000,000. That 
there are uncertainties in the picture is very true, 
but the error in calculation could just as well be on 
the side of the railroads as against them. 


Traffic Prospects 


For one thing, while stating that this year’s 
freight traffic would be 2.6% under the large ton- 
mileage of 1947, the industry has gone on record 
with a forecast of a 13% decline in passenger traffic. 
Both such projections could well be wrong, particu- 
larly insofar as passenger receipts are concerned. 
These, in recent months, have shown a definite level- 
ling-off trend toward a stabilized area and could 
expand from here on. Moreover, the Shippers Ad- 
visory Boards recently predicted that car loadings 
in the March quarter would run 3.5% higher than 
in the same period of 1947. 

Another factor worthy of consideration is the 
further alleviation anticipated in the car supply situ- 
ation. The promise now is that freight car produc- 
tion may reach 14,000 monthly by next July com- 
pared with the 9,800 produced in December, 1947. 
This would tend to show that the roads will be in 
better physical position to handle the potentially 
heavy 1948 traffic. 

Present levels for a great many railroad bond 
issues are badly deflated and the large excess of cash 
now held by the industry could well stimulate great- 
ly increased reduction in funded debt items in 1948, 
thereby enhancing net income. The great imponder- 
able in the situation would seem to be new wage 
demands by labor. These may well come in time, 
but can hardly become a factor until late this year. 
And once again, the industry could seek relief 
through revision in the freight rate structure. 


Financial Implications 


Under conditions for the railroads as outlined, in 
the foregoing, certainly the immediate future holds 
a good deal of promise for the most junior of their 
securities—common stocks. But in each instance 
they must be weighed against factors affecting in- 
dividual regions and individual roads. 

Insofar as common stocks are concerned, one can 
start with the basic premise that dividend payments 
in 1948 will be no less than in 1947. That there will 
be no reduction is pretty well assured; that there 
will be increases, or resumptions, seems fairly cer- 
tain. Indeed, a projection of benefits which certain 
companies have received from higher freight rates, 
translated into common share earnings, is quite as- 


toundingly impressive. 
Considered in relation to the present market level 
of these stocks the (Please turn to page 557) 
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Statistical Position of Leading Railroads 





aaaee Net Per Share 


1942-45 


Average 


1946 1947 


Price- 
Recent Earnings 1947 
Price Ratio Dividend Yield 


1947-48 
Price Range 


Dividend ment 


Invest- 
COMMENTS 
Rating 





Alleghany Corpe cocoon 


def$.29 


def$.44 def$.35 Se9 





Atchison, Topeka & S. F....... 
Ww 


19.59 


13.52 TA 


53%4- 2%, $3 Nil 


99 -66 93 


~ 5.4 $6.00 64% BI 


impreve with 


C2 a position may 
div ts and company pur- 


ersified invest 
chases of senior preferred. 
Earnings uptrend assured in 1948. Split up 
possible, with increase in dividends. 














Atlantic Coast Line... 
x 


18.73 


6.64 72.28 


59 -40/7, 48 66 4.00 8.5 


Bi Large ($7,000,000) ‘‘other’’ income of 1947 
could be increased this year. Coastwise 
competition still greatly restricted. 








Baltimore & Ohio. 


10.07 


86 2.00 E 





Canadian Pacific ......... 


2.42 





Central R.R. of N. J......... 





Chesapeake & Ohio 
X 


Chicago & East Illinois....... 


2.09 
3.50 — 


2.66 





Chicago Great Western... 


1.59 


Chic., Milw., St.Paul & Pac. 3.30(a) defl.l5 49 


1.54 1.60E 


def7.21 def9.46 Nv! 


3.54 4.44 


~ def2.10 def 1.50 Ag8 





Chicago & Northwestern 


14.81 


3.1360 





Colorado & Southern 


Delaware & Hudson... 


Erie .. 


4.80 


~ 106 


Delaware, Lack. & Western .98_— 


def2.17  def.96 


“8.22. 11.41 


~ 02~——«:93 


“def3.74 def3.10Ag8 73-32 5 


(NAY 6% 7 


16%- 7% 12 460 ~~ Nil 





15%- 7. +1) 69 1.25 13 


1 12',- 4%. 10 Nil 


5434-403 43 9.7 3.00x) 7.0 Al 


Cl Beneficiary of near capacity operations 
in steel and coal industries. Large traffic 
volume assured. 
Bi long-delayed Dominion freight rate in- 
crease should permit greater carry- 
_____through to net earnings. 
Cl Compromise settlement of New Jersey tax 
claims may pave way for feasible reor- 
: ganization plan late in 1948. 
Absorption of Pere Marquette lessens de- 
pendence on soft coal traffic, although lat- 
ter remains mainstay of stable operations. 











Ni. 
854- 41/5 Te a Ne 
18.3. Nil ‘ 


C| Higher freight rates seen restoring com- 
mon share earning power this year. 

C| Debt reduction program now underway 
suggests resumption of dividends on pre- 
ferred stock. Merger still possible. 

C|_ Dieselization program will make for new 

operating economies. Using excess cash 

to buy own bonds. 





275-132 18 300 50 28 


C| Record peacetime traffic in prospect over 
near term. More may be paid on common 
in 1948. 





14. 8 13 Nil 


454-329, 40 3.5 4.00 


a 46 Nil 


12'- 8, 10 86 1.00 10.0 








Great Northern Preferred. 


4995-34/, 39 5.3 3.00 7.7 





Gulf, Mobile & Ohio........... 





| Illinois Central oo. 


Kansas City Southern... 





Lehianh Valley... 


4.67 10.25 
5.57 9.00 E 


09 defl.23 





Louisville & Nashville... 





Minn. & St. Louis.................. 





Missouri-Kansas-Texas .... 


1.33 


4.95 


78 3.25, 


~ def3.65 def2.50 NvI 








New York Central.......... 





N. Y., Chicago & St. Louis 


6.67 


def 1.62 36 


5B50E 53 -39/. 43 7.8 


2234-12 14 


155¢- 5% 14 = #25.5 ~~ «Nil 


Cl Marginal road, but in position to benefit 
from large coal shipments and peak 
activity at Pueblo mills. 


10.0 C+] Anthracite business continues to exceed 


expectations. Liberal dividend in no 


danger at this time. 


Cl He bought large block of N. Y., Chicago 


St. Louis common to assure competitive 
traffic position. An improving situation. 
C| Good profit recovery indicated for 1948; 

$1 dividend seems assured as gross im. 
. proves. 

Income from Burlington will continue to 

strengthen over-all earnings status. 


CEI ee trend of earnings suggests at least 


| in common dividends this year. Oper- 
ating efficiency steadily improving. 





3274-18 30 2.9 + Nil 


297-16 27 3.0 Nil 


B| Bond purchases by tenders and larger 
earnings paving way for resumption of 
preferred and common dividends. 

Bl Current year's earnings outlook very 
bright. Equity in unconsolidated Louisiana 


acca —_—_—_—_—_——— & Arkansas important. 


8-4. 6 |. ~CONNT 


Cl Voluntary debt adjustment plan may be 
announced in 1948. Despite improved 
—— earnings, dividends still out of question. 





3.52 8.2 


Bl Now obtaining greater traffic diversifica- 
tion, while exploring new bituminous coal 
sources, 





15-10% 14 #443 1.25 89 


ta a2. WV .W 


C+I 


Conservatively capitalized and without 
mortgage debt. Has minimum of passen- 


—_——ger business. Cut in dividend unlikely. 


Cl Liquidation of federal tax arrears and 
bank loans chief consideration of man. 
agement. Further earnings gain seen. 





38.8 Nil 





18.18 


10.09 17.82 





Norfolk & Western... 
Ww 


4.27 


3.88 5.58 





Northern Pacific ......... 


3.58 5.39 


~ 22%-13Y. «19S 


51-18% 43 24 ~~ Nil 


644-5456 58 





1.00 5.2 


10.4 4372 75 | 


Bl Indicated sharp recovery in earnings 
should accelerate debt reduction, may be 
followed by nominal dividend at year end. 
Bl Merger with Wheeling & Lake Erie prob- 
able this year, will hasten recapitalization 
——__— plan and eliminate arrers on preferred. 
+1 Record bituminous col output in 1948 will 
permit continued liberal dividend policy 





—_—_—_——.on split-up common shares. 


BI An excellent year of traffic and earnings 
in prospect but further debt reduction 
may precede any increase in dividends. 





Pennsylvania .............. 


def.65 .20 


26%-15/. 18 900 50 2.8 


Bl Freight rate increases combined with 
greater operating efficiency in passenger 
business point to sharp reversal in down- 

ward 1947 earnings trend. 





Reading Co. ........ 


1.28 3.87 





Southern Pacific... 


6.70 9.4L 





Southern Rwy. . 


4.82 6.85 


22'/p-16!/2 


18 46 1.00 5.5 
51-34! 48 


~ 50'/9-28 7+ 





Texas & Pacific... 


10.97 11.03 


58%4-41 47 43 400 85 


“5.1 4.00 83 ~~ BI 


3.00 8.1 


C+I Good anthracite and bituminous coal 
—— movement assured for many months. 
May show the largest 1948 gain in oper- 
ating net of any of the important Central 
—___—— Western carriers. 
BI Chief beneficiary of expanded industrial 
activity in southern territory. Excellent 
—_— earnings for 1948 assured. 
BI = Improving position as industrial road. Oil 
develop t seen taining revenues at 
high level. 








tinion eoewie 


13.60 23.40 


165 -120 158 6.7 6.00 3.8 


Al Liberal dividend policy indicated for the 
split-up shares by large operating net and 
“outside” oil income. 








Virginian Rwy. ..... 
WwW 


1.20 4.37 


45 -34\/, 37 8.4 2.50 6.8 


Bi = Stability of coal revenues should continue 
as a major factor in sustaining profit level. 





Western Maryland ......... i 


1.02 7.40 


11%- 4 10 1.3 Nil 


Merger prospects may become very real 
after 1952 bond maturity problem is solved. 





Wheeling & Lake Erie... 


8.18 16.15 


90 -62!/, 88 5.4 3.00 3.4 


Cl Consolidation with N. Y., Chicago & St. 
Louis soon to be accomplished, preceded 
by redemption of 5'/2% preferred stock. 








Ag8&—For 8 months ended August 31. 
Se9—For 9 months ended September 30. 
Nvll—For || months ended November 30. 


(a)—1944-45 Average Adjusted to Present Capitalization. 
(x)—Plus | share N. Y., Cucaee & St. Louis R. R. for every 40 shares held. 
E—Estimated. 
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By JAMES M. GORDON 


P roducers of electricity see only an expanding 
demand for their output during 1948 and signs 
are pretty clear that despite strain, they will be 
able to meet it successfully if by a narrow margin. 
As the industry right and left has embarked upon 
a huge expansion program, indeed far larger than 
any in its long history, it is evident that manage- 
ments are strongly fortified with optimism anent 
the road ahead. Paradoxically enough, investors 
seem to have been taking a contrary view, for 
utility shares in recent months have outstripped the 
general market in the trend towards lower levels. 
As a result, shares of some of the soundest oper- 
ating companies are now obtainable at yields of 5%, 
6%, or more, despite the traditional earnings stabil- 
ity of this group, which in the past has enabled it 
to withstand better the impact of business reces- 
sions than most other forms of enterprise. 


Impact of Higher Costs 


While the electric utilities last year added a new 
feather to their caps by pushing gross revenues up 
to all time record heights and by fully meeting 
peak demand for power and light in all but a few 
minor instances, rising costs of all kinds and other 
handicaps reduced net earnings moderately here and 
there. Whether this trend is likely to continue, or 
to threaten dividend stability in the long run, is 
one of the factors worrying the market. The impact 
of expansion costs on earnings and dividends is of 
course a foremost factor in the longer term outloak. 

It is only by weighing the accomplishments of the 
industry last year and by weeding out some of its 
handicaps that may prove transient that a clear 


534 





UTILITIES | | 


— SQUEEZED BETWEEN 


INFLATION AND EXPANSION 


picture of what’s ahead can emerge. So great were 
electrical power requirements in 1947 that an ag- 
gregate nationwide demand of 49.5 million kilo- 
watts was carried by the industry with a reserve 
margin of only 5%, compared with 12% in 1946 
and 21% in 1944. Had it not been that electric 
equipment manufacturers delivered about 2.8 mil- 
lion kilowatts of new generating equipment during 
the year, the tight situation would have been seri- 
ous; but it was thus possible to expand total output 
of electricity by 13% over the previous year. 

On a countrywide basis, a record number of 2 
million new customers brought the total up to 4.5 
million since VJ Day. Half a million farmers were 
connected with power lines for the first time during 
1947 and another 14% of farms will be able to 
turn on the current at an early date. Most import- 
ant from the viewpoint of earnings is the rapid in- 
crease in demand from residential customers, des- 
pite a long term downtrend in rates charged. On 
top of last year’s gains in this direction, the pros- 
pect of nearly one million new homes during 1948 
offers decided encouragement. And the rate of elec- 
tric consumption per family has been substantially 
increased as the flow of new electrical household 
devices has developed flood proportions. Refrigera- 
tors, radios, washers, ironers and other similar 
equipment now require more than twice as much 
current as for lighting, and the ratio is steadily 
widening. . 

Whereas industrial demand remained at a fairly 
steady level in 1947, commercial demand from stores 
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rose proportionately with the 15% increase regis- 
tered by home owners. According to the Edison Elec- 
tric Institute, over-all revenues of the business man- 
aged electric utilities rose to $3.46 billion last year, 
a gain of 10% over 1946, and total net income 
closely equalled the $650 million achieved in the 
previous year. Dividends aggregated $472 million, 
up $5 million during last year. Judging from these 
figures, the composite picture revealed a healthy 
position in the industry, though some of the larger 
utilities operating in the big cities experienced a 
slight decline in net income. Examination of these 
latter situations, though, reveals that poor results 
from gas subsidiaries partially accounted for the 
less satisfactory showing. In cases where net income 
suffered from electric operations, drought condi- 
tions in some sections restricted output, while users 
of fuel experienced an approximate 50% rise in costs 
and wage costs rose by 20%. Operating expenses 
were also lifted by the necessity of supplementing 
output by the use of inefficient stand-by plants at 
times. 


Factors in 1948 Outlook 


An encouraging aspect of the 1948 outlook is that 
additions to generating capacity during the year 
are expected to involve more than $1.75 billion, 
compared with $1.4 billion in 1947. Providing the 
suppliers of equipment live up to expectation, this 
enlarged capacity will permit the industry to deliver 
more than 5 million k.w. additional power, although 
demand is expected to rise by only 3.5 million k.w. 
Hence it looks as if the industry’s percentage of 
reserve capacity from now on should steadily widen 
from the acute status of last December. 

The record January storms and cold spells over 
most of the country have brought strongly to the 
fore the reliance of home owners, shop keepers and 
industrial concerns upon the public utilities for 
light, heat, cooking and power. Despite the impact 
of complaints from all directions when interruptions 
have occurred, and growing measures to effect allo- 
cations in some areas, revenues of the operating 
concerns probably have been little altered by these 
adverse circumstances and at worst the handicaps 
will soon be removed. Furthermore the heavy snow- 
falls, even in the South, promise to refill the water 
sheds again for the hydro-electric operators. 


The Rate Structure 


A constructive factor in the more immediate out- 
look is public pressure brought upon local and Fed- 
eral authorities to help ease the shortage of elec- 
tricity in every possible manner. The political con- 
trol of rates and methods of financing in times like 
these has placed the utilities in a squeeze occasioned 
by rising costs and needs for larger capacity. The 
rate making bodies are traditionally slow in grant- 
ing rate boosts though operating expenses can climb 
fast during inflationary periods. As both the law 
and the rate commissions recognize that mainten- 
ance and extension of service inherently depend 
upon adequate return (from 5% to 6%) on private 
capital invested in the utilities, it looks fairly clear 
that something will soon have to be done to raise 
earnings potentials for the industry. 

In support of this premise, the electric utilities 
are looking considerably beyond 1948 in their expan- 
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sion and modernization plans. Estimates of what 
they may spend during 1949-51 are increasing stead- 
ily as ther plans ripen. Talk now strongly suggests 
that as much as $5 billion outlays will be made 
during near term years to keep abreast with our 
expanding economy. To raise these large sums, aside 
from earnings retained in the business and from 
depreciation reserves, the uptrend in interest rates 
and the larger income from preferred and common 
stocks demanded by investors combine to create 
quite a problem in financing expansion. 


As increased sales of current alone probably 
cannot raise net earnings to a level that will offset 
the unavoidable rise in operating costs, it seems safe 
to predict that the rate commissions will more 
readily agree to a halt in the long term downtrend 
in rates and perhaps permit modest raises where 
absolutely necessary. There appears to be no other 
way out of the dilemma, if the huge sums needed for 
expansion are to be raised. Pressure of public opin- 
ion seems to be strongly working in this direction. 


Even when the much talked about business reces- 
sion eventually materializes, it should be remem- 
bered that the slim operating margins of the utili- 
ties should then tend to widen because of probably 
lower costs for fuel which normally absorb 13% 
of gross revenues. Similarly, reduced construction 
costs should make the expansion program less ex- 
pensive. And while industrial sales might fall off, the 
more profitable billings of current for residential and 
commercial use would be less affected, as past experi- 
ence has proved. 


Current Uncertainties 


Chief uncertainty in the utility picture, that has 
been mainly responsible for the poor market action 
of utility stocks, is the squeeze placed by inflation 
on the current earnings trend, and the longer range 
problem of financing large scale expansion in the 
face of mounting interest rates. Since about one-third 
of the huge expansion program that may even exceed 
the projected $5 billion, will have to be financed out of 
the companies’ cash and other liquid assets, few in- 
creases in dividend appear likely for some time de- 
spite perhaps progressively improved operating re- 
sults. Also, fixed charges, ahead of common stock, are 
bound to rise when expansion outlays require new 
financing, militating against earnings progress and 
more liberal dividend policies. 


It is difficult to say whether stocks of operating 
electric utilities marketwise have fully completed 
their adjustment to higher interest rates and to 
investment fears of the equity financing to be in- 
volved in the industry’s record expansion over the 
next several years. The latter is a psychological 
thing which might conceivably be carried to an 
extreme, especially if the general market weakens 
significantly in the months ahead. Nevertheless, any 
realistic appraisal of the utility outlook must leave 
one bullish on the longer-term view. 


Utilities have more to gain than lose in the cost 
stabilization which only some degree of economic 
recession can bring about, as previously indicated. 
As for expansion it is (See table on page 536— 
then please turn to page 564) 

















Pertinent Statistics on Leading Utilities 





ELEC. OPER. UTILITIES: 1946 


Operating Revenues 
($ Million) 


1947 


Net Per Share 


1946 


1947 


dend 


Divi- 


1947 Price 


Price- 


Recent Earnings 


Ratio 


Divi- 
dend 
Yield 


Invest- 
ment 
Rating 


COMMENTS 





Boston Edison ............ 


Ww 


Jinan 90.3 §52.55012 


$2.53 


$2.51 Jel2 $2.40 


$40 


16.0 


6.0% 


A2 


Outlook for stable earnings enhanced 
by oy level industrial activity in area 
served. Conservative dividend rate ap- 
pears secure. 





Cleveland Elec. Illuminating 45.2 


50.4 Sel2 


2.56 


2.46 Sel2 


2.00 36 


14.7 


5.6 


B2 


Favorable operating conditions and 
$90 million expansion program lend 
attraction to shares. No change in divi- 
dend likely. ‘ 





Commonwealth Edison ......... 
WwW 


196.0 213.6 Sel2 


2.08 Sel2 


1.40 28 


13.4 


5.0 


At2 


New facilities costing $62 million 
broadening volume potentials. Good 
cost controls. Net earnings amply ex- 
ceed dividend requirements. 





Consolidated Edison of N.Y. 313.1 





Consol. Gas, Elec. Lt. & 
Power of Baltimore... 





Delaware Power & Light... 13.5 


335.9 


14.8 Sel2 


2.20 


5.46 


1.90 


4.92 


1.66 Sel2 


1.60 22 


11.6 


7.3 


Recent earnings dip, partly caused by 
gel profits from gas, may be halted 
y possible rate rise. Dividend rate 
probably not endangered. 








14.0 


5.2 


A2 


$1 million rate cut in 1947 reduced earn- 
ings somewhat, but improved hydro 
conditions and large expansion pro- 
gram favors long term potentials. Divi- 
dend easily earned. 





1.00 17 


10.3 


5.9 


A2 


Steady expansion in sales likely, with 
net earnings continuing to cover divi- 
dend by comfortable margin. 





Detroit Edison .....si«29202= 


Ww 


105.2 Nvi2 


1.52 NvI2 


1.20(x) 21 


13.8 


Fi 


BI 


Strong demand for electricity support- 
ing large sales. A 4 year $90 million 
expansion program enhances long term 
prospects. Dividend safe. 





Idaho Power 00 8S 


9.3 Sel2 


2.74 


3.07 Sel2 


1.80 34 


5.3 


B2 


Low cost hydro power and growing 
farm markets favorable factors. Stable 
earning power indicated. Common divi- 
dend well covered. 





Indianapolis Pwr. & Light. 18.6 


WwW 


20.3 Sel2 


3.54 Sel2 


1.52% 22 





Pacific Gas & Electric... — 168.3 
WwW 


184.6 


2.45 


2.00 34 


6.9 


Sy 


A2 


Long term earnings should expand upon 
completion of $35 million new facilities. 
Meanwhile the current dividend rate 
appears secure. 





B2 


Rapidly expanding customer demand 
warranting construction of $300 million 
additional facilities in due course. 
Profit margins ample to assure divi- 
dend stability. 





Ww 


Philadelphia Electric _..__. 105.5 113.3 Sel2 


1.80 Sel2 


1.20 22 


5.5 


B2 


SEC has recommended divorce of gas 
properties. Company serves Pittsburgh 
with electricity, earnings from which 
probably support current dividend. 





Southern California Edison. 73.3 


81.5 SelZ 


1.70 Sel2 


1.50 28 


16.5 


5.4 


Increased water supply should restore 
earnings to normal levels for this hydro- 
electric concern. Dividend rate not 
likely to vary. 





Tampa Electric tsi 


8.1 Nvi2 


2.74 


2.40 NvI2 


1.80 32 


(3.3 


5.6 


B2 


Though costs have been reducing net 
slightly, no threat to dividend rate is 
apparent. Sizeable expansion plans 
= may raise revenues substan- 
tially. 





MFD. & MIXED GAS: 


Brooklyn Union Gas... 28.6 


30.0 Sel2 


2.19 


def.23 Sel2 


1.20 17 


7.1 


B2 


Operations recently unprofitable due 
to mounting costs and inadequate 
rates. Pleas for higher rates may bring 
better results. Dividend status clouded. 





Laclede Gas Light... 9.9 





12.6 Sel2 


.73 Sel2 


.20 5 


6.8 


4.0 


Cl 


Increasing mixture of manufactured gas 
with natural benefitting earnings. Large 
scale expansion plans improve long 
= outlook. Dividend change un- 
ikely. 





People’s Gas Light & Coke. 43.6 
Ww 


34.0 Se9 


10.06 


7.75 Se9 


5.372 88 


8.8(a} 


Sales of mixed gas retaining earnings 
on stable level despite rising costs. 
Growth in Chicago area indicates in- 
creasing volume. Liberal dividend well 
secured. 





Washington Gas Light.._ 114.6 


16.3 


1.41 


1.50 22 


11.7 


6.8 


B3 


A dividend payer since 1866, with oper- 
ating advantages from liberal rate 
laws. Current dividend rate rather high 
in relation to earnings, though. 





(x)—Plus 10% Stock. 








(a)—Based on $10.00 Estimated 1947 year net. 
Je12—For 12 months ended June 30. 


Se9—For 9 months ended September 30. 
Se!2—For 12 months ended September 30. 
Nv! 2—For 12 months ended November 30. 
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be translated into record earnings, although there are 
various factors that will affect ultimate results. Perhaps 
the most important of these is the price of leaf tobacco, 
the principal raw material, which accounts for over 70% 

[\ OF | of manufacturing costs. Like other farm commodities, 
iii fl) 4 this is subject to wide fluctuations. A change of only 5% 
in average tobacco costs is the equivalent of nearly 9 
cents a thousand in the price of cigarettes, before interest 
and taxes. With billions of cigarettes sold by the leading 
companies, this is an important earnings determinant. 
Prices of flue-cured tobacco, the most import- 
ant, have been gradually rising; but recently 
the trend has reversed. Prices of burley, the 
next most important, are still on an uptrend. 
However, the practice of tobacco companies of 
averaging inventories over a period of years— 
two to three years for cigarette leaf—moder- 
ates the effects of the price changes. 


Future price trends of the raw material will 
be in large measure determined by Govern- 
ment policy concerning 1) crop allocations to 
farmers; 2) the degree of support given agri- 
cultural products after the end of this year; 
3) loans granted foreign governments to pur- 
chase tobacco in this country. 


The threat of unmarketable surpluses due to 
the loss of important export markets impelled 
the Secretary of Agriculture late last year to 
set up production quotas which would cut this year’s 

























By FRANK R. WALTERS 


~ 
he fifteenth consecutive output record was estab- 





lished by the cigarette industry last year, with total 
estimated production of 365 billion units, which 
represents a gain of 3.7% over the previous year. 
Tax-paid domestic consumption accounted for around 
336 billion units, a gain of 4.5% over 1946; the rest 
being accounted for by tax-free exports. Indications 


tobacco crop 25% below 1947. Farmers are not com- 
pelled to abide by the quotas but any excess pro- 
duction faces a penalty tax of 40% of the average 
price of the particular type of tobacco for the pre- 
vious year. The Government control over quotas 
expires at the end of this year, unless farmers vote 


for extension. At the last referendum in 1946 pro- 
ducers of the major leaf tobacco voted 97% in favor 
of the government (Please turn to page 557) 


are that a new record will be set this year, inspite 
of a near-term decrease in foreign shipments. 
The excellent sales prospects will in some cases 
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Position of Leading Tobacco Companies 











Net Per Share NetCurr. Inven- Price- _Invest- 














1947 Estimated Assets tories Recent 1947 , Earnings ment COMMENTS 
1946 Interim 1947 —$ Million—— Price Dividend Yield Ratio Rating 
American Snuff... $1.97 oe $2.00 $13.2 $8.5 $34 $2.00 5.975 17.0 B2 Good dividend payer since 1903. Earn- 
ings unusually stable but growth poten- 
tials lacking. $0.50 quarterly dividend 
will probably continue. 
i Largest tobacco manufacturer. Produc 
American Tobacco B.. 5.96 $4.31 Se? 5.75 318.7 - 407.0 66 3.50 5.3 11.5 Al ion Baroy pete ie ae 
WwW . erate dividend increase possible. 
Bayuk Cigars... 2.38 = 2.31 Se? 3.00 13.0 14.0 21 1.75 8.3 7.0 B2 leading manufacturer of low-priced 
cigars. Earnings improving steadily. 
WwW Longer term prospects attractive. Divi- 
| ‘ dend steady. 
| General Cigar...... unis’ (OTRO 1.80Se9 2.50 23.1 28.0 24 1.50 6.3 9.6 C+2 Largest manufacturer of cigars, mostly 


low priced. Prospects favorable. Be- 
cause of bank loans, dividends may be} 
conservative. 


Helme, G. W........ 2.59 3.75 13.8 7.9 54 4.00 7.4 14.4 A2_ Third largest manufacturer of snuff. 
Earnings exceptionally stable. $1 quar- 
terly dividend expected to continue. 


Liggett & Myers... 5.39 * 6.83* 249.6 294.2 89 4.50 5.1 13.0 Al Third largest cigarette manufacturer. 
Future growth prospects favorable. Fur- 
WwW ther supplements to $1 quarterly divi- 
dend indicated. 
Produces large portion of cigars in ad- 
dition to Old Golds. Growth prospects 
moderate. $0.25 quarterly payment and 
further extras expected. 
Chief competitor to Big Three. Past rec- 
ord impressive. Dividends should remain 
secure. Long range prospects favorable. 
Reynolds Tobacco B.. 2.62 _..... 3.04* 295.7. 400.0 39 2.00 5.1 12.8 A2_ Second largest cigarette manufacturer. 
Produces Camels. Earnings steadily im- 
WwW proving. Increased $0.45 quarterly, with 
other supplements, to continue. 
Largest snuff producer. Also makes 
smoking tobacco. Continued generous 
dividend payments of $0.30 quarterly 
indicated. 











RONG ES aes 1.60 69.5 77.8 19 1.50 1.9 11.8 B2 





Philip Morris... 2.67 1.08Se6 2.05* 94.6 98.8 27 1.75 6.5 13.2 B2 








9. tobacco... = U2e0 1.03 OclO 1.25 19.9 14.9 19 1.20 6.3 15.2 B2 








Se9—For 9 months ended September 30. 
OclO—For 10 months ended October 31. 


*—Octual earnings reported for 1947 fiscal year. 











| 
| Se6—For 6 months ended September 30. 
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What’s Ahead 


for FOOD Stocks 


By RICHARD COLSTON 


ith many food prices soaring to new 
all-time highs in the face of record demand and 
consumption, the food industry is facing a peculiar 
situation in the new year. Undoubtedly there is in 
store another year of record high dollar volume dur- 
ing 1948 but net return from increased sales will 
be smaller. This means that while the earnings out- 
look remains favorable, prospective higher sales 
volume will not be correspondingly reflected by net 
profits. 

Traditionally operating on small profit margins, 
the food industry in 1946, for instance, reported 
of only about four cents per sales dollar. Indication 
are that last year it realized only slightly more than 
three cents on an average. Continuation of this 
trend would mean a considerable margin squeeze 
but the likelihood is that it will be largely offset by 
rising sales. 

While the outcome of the Marshall Plan proposals 
for a long-range European food relief program will 
exert an influence upon both the price and supply 
situation for the domestic market, the production 





outlook is favorable, assuming normal crop yields. 
Also, with few exceptions, food processors see no 
prospect of significant price recessions, at least 
during the first half of this year. On the contrary, 
the upward trend is expected to continue in some 
lines. But increasing competition in food marketing 
is expected to slow the rate of retail food price ad- 
vances, with wage trends also a determining factor. 

The cost outlook regarding both wages and raw 
materials points at least to a continuation of cur- 
rent high levels, and the industry is nearing the 
point where it cannot continue to absorb new cost 
increases. Some manufacturer have been absorbing 
higher production costs to the extent where profit 
margins in some lines have virtually reached the 
vanishing point. If, nevertheless, income statements 
last year have shown substantial profits, these were 
in large measure due to inventory gains. They are 
likely to bulk less in the year ahead. 

Apart from decreased supplies of meats and 
grains, the food industry is entering 1948 with war- 
time shortages well dissipated, both as to raw mate- 
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ials and end products. The inventory situation, 
owever, is coming in for close attention. While 
ocks in many instances were reduced to 60 days’ 
pply during 1947, fluctuations in raw material 
rices remain a matter of concern, and indications 
gint to continued conservatism in inventory policy 
uring 1948. 

‘Domestic food production last year was approx- 
ately one-third above the prewar average, with 
ivilian consumption topping the average substan- 
ally. Specifically, consumption increased over pre- 


war by about 23% in meat; 28% in canned fruits; 
7% in fresh fruits; 41% in canned vegetables; 
11% in fresh vegetables; 27% in eggs; and 19% 
in milk and cream. Consumption rates in 1948 are 
not likely to fall behind those of last year. The 
prospect thus is that American food production this 
year will be inadequate in some lines to sustain the 
high domestic consumption levels and at least par- 
tially feed some of the people abroad. In other 
words, the food supply is not likely to ease in those 
lines where tightness has been a characteristic in 








Ne: 
——Net Per Share Current Inven- 
1947 Estimated Assets tories 
1946 Interim 1947 


i... i acces - $4.85* $153.4 $175.2 








ee Be... SEI 





leatrice Foods eas 10.03 $3.57 Nv? 5.00* 14.3 5.9 





Beech-Nut Packing... 11.82 -2.37Se9 3.00 15.4 18.0 


Best Foods . seems - eae “1.67 yes. 3.52" 23.1 7.0 





Borden CO cetera Oe 2.36Je6 4.65 84.5 57.6 





California Packing —... 9.46 8.00 25.1 27.6 





Clinton Industries = . 4.77 4.06Se9 5.00 11.9 4.6 





Consolidated Grocers .. 3.09 1.78(v) 3.86* 15.4 14.7 





Continental Baking 








I" Products Refining... 4.71 4.67Se9 6.00 48.4 8.6 





Pertinent Statistics on Leading Food Processors | 


$ Million —— Price dend Ratio Rating 


5.68 2.24Se9 3.00 = HT. (ss. 


Cream of Wheat... = 2.47 .64Se9  =1.00 3.7 1.0 


1947 Price- Invest- 
Recent Divi- Earnings ment COMMENTS 





$13 Nil 7 C+2 Second largest meat packer. Outlook 
moderately favorable. Recently resumed 
30c quarterly dividend should continue. 





36 $3.50 7.2 Al Third largest dairy company. Recovery 
from earnings drop indicated. 50c quar- 
terly dividend assured; further extras 
likely. 





2.07 rE Al Leading manufacturer of chewing gum 
and food products. Earnings increasing. 
Further supplements to 40c quarterly indi- 
cated. 


34 





29 2.20 8.2 C+] Diversified producer; mayonnaise and 
margarine important. Long term earnings 
favorable. 60¢ semi-annual dividend, with 
further extras. 





41 2.55 8.8 A2 Second largest factor in dairy industry. 
Farnings outlook moderately favorable. | 
Recently increased 75¢ quarterly may be 
continued. 

32 1.50 4.0 B2 Leading packer and distributor of canned | 

foods. Earnings outlook average. Quar- 

terly dividend of $0.37'/2 appears secure. 





32 2.60 6.4 B2 ‘Third largest producer of corn products. 
Longer term prospects favorable. Continu- 
ation of 20c monthly dividend indicated. 





15 1.25 3.9 C+2 Largest wholesale groceries distributor. 
Good growth record but now tapering off. 
25¢ quarterly dividend may continue. 





12 75 4.0 C+ 3 Largest bread baker in the country. Sharp 
drop in earnings indicated. But 25¢ quar- 
terly dividend is amply covered. 

64 3.00 10.6 B2 Largest producer of corn derivatives. 
Stock high grade, with good long term 
prospects. Suarterly dividend recently 
increased to 90c. 








23 1.60 23.0 C+3 Leading breakfast cereal producer. De- 
cline in earnings expected, below $1.60 
dividend paid last year. Strong finances 
may keep dividend unchanged. 





Cudahy Packing —............ 4.06 sada 4.32* 40.4 47.6 





12 81% 2.8 B2 One of four largest meat packers. Earn- 
ings outlook moderately favorable. |5c¢ 
quarterly may be supplemented by addi- 
tional extras. 





General Baking .......... 2.09 .61Se? 1.00 10.3 6.7 





General Foods ow... «= -3..25 2.04Se9 3.00 93.1 80.0 








eal Mi... 2:99 ins 3.91* 57.9 366 


10 .60 10.0 C+3 Major factor in baking industry. Declining 
earnings in sight. But I5c quarterly divi- 
dend should be covered and paid. 





36 2.00 12.0 B2 One of largest food manufacturers and 
distributors. Earnings prospects favorable. 
Position strong. 50¢ quarterly dividend 
should continue. 





46 2.25 11.7 A2__ Largest company in flour milling industry. 
Longer term outlook not too impressive. 
Further extras to 37!/2¢ quarterly dividend 
indicated. 





Heinz, H. J... 3.19 1.970c6 4.14® 526 484 





39 1.80 9.4 A2_ Leading processor of quality food prod- 
ucts, with steady growth record. Outlook 
favorable. 45¢ quarterly dividend ap- 
pears secure. 








Hunt Foods... $1.45 $8.50(e) - $178 $225 


$17 $1.00 hoe C+3 Engaged in processing, packing, and 
freezing food products. Drop in earnings 
indicated. 25¢ quarterly dividend ex- 
pected to continue. 





*—Actual earnings reported for 1947 fiscal year. 
(v) —For 24 weeks ended December 13. 
Jeb—For 6 months ended June 30. 
Se3—For 3 months ended September 30. 


Se?—For 9 months ended September 30. 
Ocb—For 6 months ended October 31. 
Nv9—For 9 months ended November 30. 
(e)—For 9 months ended November 30, 1946. 
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the past year. A discussion of the industry’s major sales of $738,294,000. Had these companies s9 
components follows. their goods at a penny or two less, they most like 
Continued heavy demand for meat has already re- would have had no net income at all. 
sulted in record sales for the meat packers. Net Although demand this year is expected to remaij 
sales for Armour, the second largest, came close strong, meat packers are expected to report lows 
to $2 billion for the fiscal year ended November 1, sales than last year. This will reflect reduced sy 
1947. Indicative of the small operating margins in plies of all classes—beef, veal, pork, and lamb 
this field, net income was only $22,950,000. With due to a general decrease in livestock productig 
sales of $2.2 billion, Swift realized only $22,335,000, and smaller supplies of feed-grains. Total supplig 
after all charges and credits. Wilson was able to do for 1948 will probably be about 7% under 194 
somewhat better, deriving $15,449,000 profit from but still considerably (Please turn to page 562 








Pertinent Statistics on Leading Food Processors — (Contd.) 





Net 
Net Per Share Current —Inven- 1947 Price- _ Invest- 
1947. Estimated Assets tories Recent Divi- Earnings ment MMENTS 
1946 Interim 1947. ——$ Million Price dend Ratio Rating nis 
Hygrade Food Products. 18.15 ae $3.41* 4.8 4.7 25 1.75 7.3 C+3 Large producer of meats and foods. Dro 


in earnings reported. Future uncerta 
Dividends to continue irregular. 











Libby, McNeill & Libby. ; vi k 35.3 24.5 1.00 6.6 Leading producer of canned food prod 
ucts. Earnings prospects moderately favo 
able. Varying dividends, usually paid 
twice a year. 








Morrell, John : : 19.4 13.4 26 1.433%, 7.2 One of largest meat packers, next to Big 

Four. Outlook moderately favorable, 
37'/2¢ quarterly dividend may receive fur 
ther extras. 





National Biscuit ........... : 4 ; 34.5 29 J : Largest factor in biscuit baking industy. 
Due to its good record, stock is of high 
quality. 40¢ quarterly dividend appear 
secure. 


National Dairy Products. 4.06 1.53 Jeb : n ; h Largest company in the dairy industry 
Longer range outlook favorable. 4& 


quarterly dividend will likely be main 
tained. 














Penick & Ford, Lid... 3.12 -3.12Se9 4. _ = 4 9. B2 Leading producer of corn derivatives 
, fd... . Earnings outlook moderately favorable. 





Additional extras to 40c quarterly divi. 
dend indicated. 
. 4 : 9 : E i : B2 ‘Primarily a producer of evaporated milk, 
Pet Milk 5.33 Se with fine past record. Good growth pros. 
pects. Increased dividend over 25¢ quar 
terly possible. 











Pillsbury Mills . 32 _ ws 2s 3 33 2. Second largest flour milling concer 
. cic Somewhat lower earnings in prospect. 5k 
quarterly dividend may continue. 








Purity Bakeries ............ <8 A 4.00 75 3.4 26 : : Leading bread and cake baker. 
term earnings outlook unfavorable. 
quarterly dividend may be maintained, 
Extras doubtful. 








Standard Brands ............ . i 2.00 ; : 2.00 13.0 Major soho of packaged food prodi 
ucts. Earnings recovery indicated. 5k 
quarterly dividend expected to continue. 








~ -7.02* i J 1.00 x) 2.3 Important producer of frozen foods and 
canned goods. Some tapering off in earn 
ings indicated. 25¢ quarterly dividend 
appears secure. 


Stokely Van Camp.............. 





Sunshine Biscuits .......... . 6.23 4.41Se9 6.50 14.0 11.6 i ; Second largest biscuit baking company. 
Earnings outlook favorable. 75¢ quarterly 
dividend is adequately covered. 











’ 7 * 4 1 37. : 3 i. ; Largest meat pcaker in the world. Earn 
(a)5.70 7 37.5 ings outlook moderately favorable. 4% 
quarterly dividend appears secure bul 

further extras doubtful. 


Li) |, © ee ae y 2.93(a) 





United Biscuit 4.57 3.73 Se9 5.00 : : i i Third largest biscuit company. Longe! 

term prospects favorable. High quali 
stock pays 25¢ quarterly dividend, plu 
extras. 














: 4 wor So 4. mS J ry Major baking concern. Near term ear 
Ward Baking ; 4.58 1.92(b) ? . ings outlook unfavorable. Ic quarterly 
dividend should continue. Further extras 

may decrease. 








Wilson & Co... _ 7 : 6.82* F z s B One of four largest meat packers. Medium 
term prospects moderately favorable. 
25¢c quarterly dividend appears secure. 





*—Actual earnings reported for 1947 fiscal year. (b)—For 42 weeks ended October 18. 
(x) —Plus 10% Stock. . (c)—For 40 weeks ended October 4. 
Jeb—For 6 months ended June 30. Se9—For 9 months ended September 30. 
(a})—Earnings before special charges; after special charges 1946 net was $2.77, 1947 net was $3.77. 
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i of company growth under the 
American system of Free Enterprise find the record 
of IBM especially inspiring. Shares of this concern, 
priced around 132, furnish an outstanding example 
of how investors over a long term can sometimes 
reap a fortune by sharing in business success rather 
than depending upon the vagaries of the stock 
market for their profits. 

This is not to deny that skillful appraisers of major 
stock market movements during the years might 
have bought and sold this “blue chip” equity with 
equally satisfactory results, or even better. As at no 
time for nearly forty years past would investment 
funds have been exposed to undue risks under either 
ef the above programs, the fundamentals of Inter- 
national Business Machines Corporation should in- 
terest our readers. 
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re bul Record of Success 


toring. Ingenuity is the key word of IBM’s long recorded 
d, Pulsuccess. Its products have found ready acceptance 


A earth 
1arterly 
extras 


in nearly 100 countries scattered over the globe be- 
cause of proven merit in saving brain fag, clerical 
labor and an amazing amount of time. Distribution 
policies of the company have also cleverly lowered 
the barriers of consumer price resistance, and in 
e process have consistently raised and stabilized 
profits both for itself and its customers. 

Back of all has been a steady flow of new ideas 
originated by a large staff of scientists and tech- 
nicians, zealously in search of methods to mechanize 

the solution of mathematical problems and to speed 
——flp the tallying of statistical data. All said there is 


Aedium 
prable, 
cure. 
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—AN INVESTMENT RE-APPRAISAL OF ITS MARKET POTENTIALS 













































small wonder that this adroit concern has been able 
to carve a prominent niche for itself in the hall of 
industrial fame. Nor does any saturation point 
appear on the horizon to halt long term further 
growth, for the need for greater efficiency and cost 
cutting in business offices is endless and constantly 
spreading. Reflecting this, and despite the wide range 
of items now produced by the company, its technicians 
were working on no less than 89 new projects early 
in 1947. 


Important Products 


Though IBM has always operated in a highly com- 
petitive field, it ranks as the largest domestic manu- 
facturer of electrically operated bookkeeping and 
accounting machines, sorting, tabulating and com- 
puting equipment. Governmental departments, rail- 
roads, chain stores and other retailers, banks, insur- 
ance companies, brokerage houses and manufac- 
turers alike are among the many users of the special 
machines developed. Probably most important among 
hundreds of these devices are those based upon the 
use of punch cards with precisely spaced holes that 
indicate any desired information. When passed at 
high speed through an electrical machine, the figures 
or data are instantly tallied. This makes possible the 
accurate and rapid assembly of statistical matter 
needed by the Census Bureau, for example, the 
Treasury and Department of Commerce, and in com- 
bination with other equipment sorts, tabulates or 
totals the data. While patents on the use of punch 
cards have long expired, improvements from time to 
time have been carefully protected. 

With the nation’s weekly bank clearings now in- 
volving about $13 billion, mainly in check form, the 


541 








The sensational new IBM selective sequence electronic calculator which combines 
for the first time electronic speed, vast memory capacity, and highly flexible and 
convenient programming or sequencing facilities. Because it is a general purpose 
machine, all fields of physical science will benefit from its exceptional versatility 


sorting, adding and other bookkeeping operations 
would be almost impossible were not the work ac- 
complished by rapid mechanical processes such as 
IBM provides. Inventory problems of the retailers, 
complicated cost statistics of manufacturers and 
myriad figures compiled by the railroads, less and 
less depend upon the fallible and laborious efforts of 
individuals. 

Among other interesting and profitable items 
manufactured by International Business Machines 
it its electromatic typewriter. This device consists 
of a perforator that punches out a master letter 
from which identical copies can be speedily repro- 
duced on the electric machine. And the company 
offers an electronic multiplier with no moving parts 
than can multiply six digits by six digits in 1/60 
of a second, punching 12 digit answers in cards at 
the rate of 100 per minute. Production of cards to 
meet individual requriements is an important factor 
in IBM’s output. 

Electric time recording systems, typewriters that 
automatically reproduce messages typed in distant 
cities, a radio device that permits reception of 
speeches in as many as seven different languages 
by selection, and last but not least the company’s 
latest and astonishing “robot brain”, indicate wide 
diversification of activities. As our readers perhaps 





have learned, the huge con 
puting machine representiy 
the robot can quickly soly 
astronomical problems of 
magnitude that would x 
quire years of calculation 
by an expert mathematicia 
such as determining the ¢ 
act position of the moon fy 
every six hours for 100 yea 
past and 100 years to come 
Commercially this  devic 
may have a very limited d 
mand, but its developmen 
attests to the mechanic; 
mastery of mathematics 
hieved by IBM and indicate 
its broad horizon. 

From its original start iy 
1911 as the Computing-Ta 
ulating-Recording Co., Inter 
national Business Machine 
has gathered numerous r 
lated concerns into its folt| 
and simplified its domesti 
operations by wholly absorbing most of them inti 
the parent structure. A wholly owned subsidiary 0 
erates in Canada, and others or affiliates manufac 
ture, assemble and sell or lease the company’s prot: 
ucts in a number of foreign countries. In England 
a British firm handles all business, paying a sulj 
stantial royalty to IBM for the privilege. Manufa 
turing operations here in the United States ar 
largely centered in Poughkeepsie and Endicott, N. Y. 
though branches making tabulating cards are lo 
cated in Washington, D. C. and in San Jose, Cal. 

While the company makes outright sales of suci 
items as time clocks, electric time and watchmen’ 
systems, electrically operated typewriters, mastel 
perforators, cards and their related supplies, its large 
list of accounting and tabulating machines are usv- 
ally distributed on a rental basis, frequently by the 


















year. This latter practice accounts for the majof 


portion of the company’s revenues and has prove 


highly efficient, not only by enhancing volume poten} 
tials but by helping to stabilize income as well. The 


average customer hesitant to expend capital on rela; 
tively high priced equipment or skeptical as to its 


performance, often gathers courage when modesf 


monthly rental payments are the sole consideration 
And to stimulate a favorable decision, an exper. 
enced IBM salesman takes care to study the cus 




















Long Term Operating and Earnings Record 
Net Sales Sales Operating NetIncome Net'Profit Net Dividend 
‘000 omitted) PerShare* Margin (O00omitted) Margin PerShare* PerShare* PriceRange* 
For 9 months ended Sept. 30, 1947... $105,485 $42.10 25:7). $17,611 16.7% $7.02 $3.43(b) 140!/-110(a) 
Years: 1946... 119,418 47.90 24.1 18,766 15.7 7.48 3.43 143 -108 
1945. 141,696 56.60 25.3 10,893 vis 4.32 2.74 1131-80 
1944. 143,319 57.10 25.3 9,711 6.7 3.88 2.74 86!/2-70!/2 
1943 134,894 54.00 27.0 9,204 6.8 3.67 2.74 81'/2-65!/. 
1942 90,701 36.20 28.7 8,679 9.6 3.32 2.74 69 = -49!/, 
1941... : 62,928 25.10 29.8 9,844 15.6 3.92 2.74 763/,-64 
i eed 46,294 18.50 27.8 9,431 20.4 3.76 2.74 88 -62!/, 
LLY Ra an 39,475 15.80 27.9 9,092 23.0 3.62 2.74 8924-65! 
|, ee 34,717 13.90 30.0 8,660 24.9 3.47 2.74 843/,-59 
1937 31,787 12.70 31.3 8,082 25.4 3.22 2.74 86!/.-57!/2 
10 Year Average 1937-1946... $84,523 $33.78 27:77 $10,236 45.6% $4.07 $2.81 143 -57!/, 
4 Year Average 1937-1940. ccc $38,068 $15.22 2927, $ 8,816 23.4% $3.52 $2.74 8924-57! 
(a)—Price Range through January 27, 1948. (b)—Dividend paid for all of 1947. 
*—Adjusted for 7-for-4 split to be effected February 6, 1948, and all prior splits. 
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tomer’s office problems in advance, hence enabling 
him to point out cost savings that might offset the 
periodic rentals to some extent. In effect this meth- 
od approaches a “money back” basis, for unless the 
claims are verified by experience, the customer need 
not renew his contract and can return the machine. 
In practice, however, this seldom has happened, for 
once installed, the equipment is usually retained for 
a long period. 


Rentals a Stabilizing Factor 


In regard to the influence of rentals in stabilizing 
income during periods of depression, one has only 
to examine what happened in the dismal early 1930s. 
IBM’s net income continued steadily in an upward 
trend from 1927 straight through 1931, and even in 
1932 when so many large concerns were force heavily 
into the red, this company was able to report a net 
per share of $9.18 on its stock then outstanding. In 
like manner, during the variable conditions in the 
1936-41 period, net earnings remained stable at a 
level between $10 and $11 per share. 

This excellent record becomes more understand- 
able by studying the company’s bookkeeping policies. 
A contract obligating a customer to pay rentals 
monthly for a year, for example, is not entered on 
the books as a receivable; only the monthly bills as 
sent out are being posted in this account. Thus the 
deferred payments, though reasonably assured, are 
often made during periods when new business may 
be coming in slowly. It can be envisaged, also, how 
revenues gradually expand in this way as more and 
more IBM machines get into the hands of users, 
additionally swelled by service charges and the sale 
of supplies. All in all, this method of doing business 
has proved highly satisfactory, year in and year out. 

On an appended table we present comparable bal- 
ance sheet items of International Business Machines 
as of September 30, 1947 and December 30, 1940, 
a period during which some major changes in the 
figures have occurred. Additionally we show perti- 
nent statistics showing sales, margins, net income, 
dividends etc. covering a ten 
year period. Per share items 
have been adjusted to allow 
for the 7-4 split up in the 
shares effected February 9, 
1948. 


Capitalization 


The capitalization of IBM 
has always been maintained 
on a fairly simple basis, repre- 
sented basically by shares of 
common stock only of which 
2,506,000 are currently out- 
standing. During periods of 
above average growth, re- 
course to term borrowing has 


INTERNATIONAL BUSINESS MCH. _ 








Comparative Balance Sheet Items < 
{000 omitted) } 
As of 
Dec.31, Sept. 30, 

ASSETS 1940 1947 Change 
Cash ... $ 7,331 $ 16,726 +$ 9,395 
Marketable securities | = 3,810 + 3,810 
Receivables, net - 4,473 15,466 + 10,993 
Inventories ....... 3,172 14,547 + 11,375 
TOTAL CURRENT ASSETS 14,976 50,549 + 35,573 
Plant and equipment 65,994 178,736 +112,742 
Less depreciation 26,865 86,482 + 59,617 
Net property 39,129 92,254 «= + «453,125 
Other assets 28,965 36,883 + 7,918 
TOTAL ASSETS $83,070 $179,686 +$96,616 
LIABILITIES 
Accounts payable and accruals $ 951 $ 11,738 +$10,787 
Reserve for taxes 4,349 14,883 + 10,534 
Other current liabilities 1,536 — 1,536 
TOTAL CURRENT LIABILITIES .. 6,836 26,621 + 19,785 
Short term debt : 52 — 52 
Long term debt... 12,000 50,000 + 38,000 
Reserves . 5,801 9,336 + 3,535 
Capital . 28,936 36,918 + 7,982 
urplus ........ . 29,445 56,811 + 27,366 
TOTAL LIABILITIES . $83,070 $179,686 +$96,616 
WORKING CAPITAL $ 8,140 $ 23,928 +$15,788 
Current Ratio _.. 22 1.9 — 3 























How exceptionally profitable there very low rate 
loans may prove can be imagined in view of the 
rather liberal profit margins normally achieved on 
the business turnover. Probable net earnings of 
around $23 million for 1947 would equal more than 
15% on combined capital, surplus and funded debt. 

A glance at the balance sheet figures also reveals , 
how the company’s facilities have been expanded 
almost threefold since 1940, and that total assets 
have increased by more than double during the 
period. Working capital as of September last stood 
at $179.6 million against $83 million in 1940, but the 
current ratio, or relationship of current assets to 
current liabilities, declined slightly to 1.9 compared 
with 2.2 on the earlier date. Casually accepted, the 
current ratio might (Continued on Page 559) 


_IBM 


Funded Debt: $50,000 ,000 —— 
Shs. - Stk: 1,432,407 - no par; 
: Dec. 31 


swelled working capital as 
needed. As of September 30, 
1947, the company had out- 
standing two issues of deben- 
tures, one for $30 million at 
214% due 1958 and the other 
two for $20 million at 254% 
due 1965, both held by the 
Prudential Life Insurance Co. 
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Splits 


The number of stock splits faith- 
fully reflects the condition of the 
market. There were fewer of 
them in 1947 than in 1946, and 


there probably will be fewer this* 


year than last. Their maximum 
stimulating effect was seen late 
in 1945 and early in 1946. Splits 
practically disappear in bear mar- 
kets. But we are still in a trading- 
range phase, at a medium-high 
level of prices; so a trickle of 
splits continues. News of splits 
does not whet investment appetite 
very much these days. Even the 
widely popular Union Carbide 
rallied only modestly on recent 
announcement of a pending 3-for- 
1 split. Crown Cork & Seal barely 
responded at ail to a 2-for-1 split. 
An Atchison split has been ru- 
mored, following last year’s lead 
by Norfolk & Western and Union 
Pacific. Scores of stocks have been 
split in the last couple of years. 


It makes prices look lower than 
they are. Don’t trust memory or 
off-hand impression in sizing up 
a split-stock price. Check previous 
highs and lows as adjusted to 
present share capitalization. On 
an average, split stocks are high- 
er on earnings and in comparison 
with previous bear-market lows, 
than are most others. This was 
the result desired. Splits make it 
easier for insiders to sell stocks. 


Incident 


The marked success of the Gulf 
Oil and Bendix equity financing 
has been subject to favorable 
comment. It proved, said some, 
that there is plenty of money 
available for investment; and it 
was credited with playing an im- 
portant part in inducing the gen- 
eral market rally from the 171 
level in the Dow industrial aver- 
age. Well, the truth is that un- 
derwriters can sell almost any is- 
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Increases Shown in Recent Earnings Reports 





Atlantic Refining 





Barium Steel 





Brown Rubber 








Byers, A. M. 
Derby Oil 





Dupian 





Hat Corp. of America 





National Steel 











Superior Steel 








1947 1946 
6 mos. Dec 31 $2.68 $2.02 
Year Dec. 31 5.32 3.26 
Year Dec. 31 87 01 
Year Dec. 31 3.23 1.44 
Dec. 31 quarter 1.45 75 
Year Dec. 31 5.31 2.31 
6 mos. Nov. 30 1.94 1.52 
Year Oct. 31 1.77 55 
Year Dec. 31 12.03 9.17 
Year Dec. 31 3.98 3.50 
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sue at the right price, if they 
have time to prepare a real job 
without the gamble and hurry- 
hurry involved in competitive bid- 
ding. That has been so all along; 
so we do not ascribe too much 
market significance to these in- 
cidents. Moreover, when the mar- 
ket is ready for a technical rally, 
one can always look around and 
find some piece of news to tie 
in with it. There’s an old saying 
that the market makes the news, 
meaning that the market deter- 
mines the psychological reaction 
to news. 


Favored Oil 


Some time ago this column 
cited Standard Oil of California 
as its first choice among all oil 
stocks. In terms of degree of in- 
tegration, finances and a number 
of other factors, it is about on a 
par with the other half-dozen or 
so top oil companies ; but the deci- 
sive “plus” factors are the supe- 
rior growth potential of its main 
(Pacific Coast) territory and the 
great long term potential of its 
large holdings in Saudi Arabia 
and Bahrein Island. Nowhere in 
the world are crude reserves so 
huge, and output per drilled well 
so great. There is some risk, of 
course, in any foreign holding; 
but mid-East oil is so great a stra- 
tegic prize that we figure the 
U. S. Government will “go down 
the line” to support American in- 
terest therein. Meanwhile Stand- 
ard Oil of California is as cheaply 
priced on domestic earnings and 
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potentials alone as are most oils. 
The stock has just been put on 
a $4 dividend basis, which did not 
surprise us, making the current 
yield about 6.5%. The dividend 
boost implies either that the com- 
pany expects to handle its expan- 
sion without any equity financing 
for the foreseeable future; or 
that, if there is to be such financ- 
ing, the basis for it has been de- 
cidely “sweetened.” We would 
guess the former, so far as 1948 
is concerned. The stock remains 
this column’s favorite oil for 
longer-term investment accounts. 


Territory 


Other things being anywhere 
near equal, a company operating 
in territory subject to above-aver- 
age growth of population and 
economic activity is a better bet 
for investment or speculation 
than one doing business in a rela- 
tively static region. Perhaps no- 
where is the differential more im- 
portant than in the case of rail- 
road stocks. For example, the 
1947 revenue (combined) of Un- 
ion Pacific, Atchison and South- 
ern Pacific, the three leading 
western roads, was 150% over 
1937 and 75% over 1929; com- 
pared with 100% and 33%, re- 
spectively, for total gross of the 
three biggest eastern systems. On 
the basis of net profit, the com- 
parison would be far more favor- 
able to the western lines. This 
column is not too keen about rails 
on a. long term basis; but many 
people hold them and the nearer 
term outlook appears favorable. 
If you do, why not make some 
sensible switches? On a territorial 
basis, first choice goes to the west- 
ern and southwestern roads, sec- 
ond choice to the southern roads, 
last to the eastern trunk lines 
and the New England carriers, 
though with the aid of freight 
rate increases, the latter—too, 
ought to show a good deal of im- 
provement henceforth. The East’s 
bituminous coal lines (Norfolk & 
Western, C. & O. and Virginian) 
are exceptions, in a very strong 
position as long as soft coal holds 
anything like its present position 
In the fuel market. 


Babies 


Before the war the experts in 
such matters figured that the 
U. S. inevitably faced a decreas- 
Ing rate of population growth, 
implying that within a generation 
FEBRUARY 


14, 1948 


or so a greatly increased propor- 
tion of us would be oldsters. In- 
stead, the war has been followed 
by a veritable boom in marriages 
and births. If a country is not 
over-crowded and if its people 
are highly productive, dynamic 
population growth means pro- 
portionately increased long-term 
economic activity. That applies to 
us. The investment implications, 


. both in general and in detail, are 


numerous and _ important—too 
numerous to be dealt with here. 
To cite just one: companies sup- 
plying things used by children 
are favored. Three examples are 
American Seating (seats for 
schools and other public build- 
ings) ; Best & Company (with a 
major portion of its business in 
retailing children’s clothing) ; 
and Mead Johnson (maker of pre- 
pared baby foods). In comparison 
with prewar market levels, the 
first two stocks are more reason- 
ably priced than the last. 





Contrast 


Profits of some companies in 
food lines have been greatly dis- 
torted by price factors, and are 
subject to sharp change as more 
normal conditions in food supply 
and prices develop. Nor is this 
merely a potential matter in all 
cases. For instance, earnings of 
Beatrice Foods (dairy products 
mainly) zoomed from a prewar 
high of $3.90 a share to a phen- 
omenal $10.03 for the fiscal year 
ended February 28, 1947, but for 
the fiscal year soon to end will 
be well under half the latter fig- 
ure. Margins have been cut by re- 
duced ice cream output and high- 
er costs; and consumer resistance 
to high butter prices has no 
doubt been a restrictive factor. 
On the other hand, Best Foods, 
the biggest maker of margarine, 
continues to “clean up”; and in 


its current fiscal year, ending 
next June 30, probably will earn 
at least as much as the prior 
year’s record $3.53 a _ share, 
which compares with prewar 
peak (since 1929) of $1.29 a 
share in 1939-1940. This stock 
naturally has held up better than 
Beatrice Foods; but on a long- 
term basis is now the more in- 
flated of the two. Beatrice earn- 
ings have already taken much, if 
not most, of their beating. 


Hedge 


Convertible preferred stocks 
have a valid place in some invest- 
ment accounts. If of good quality, 
investment yield puts a fairly 
high floor under the issue; and if 
the common stock is not too far 
away from the parity for conver- 
sion, there is potentiality for con- 
siderable long-term capital gain. 
Three convertible preferred 
stocks of merit are General Mills 
$3.3714; Minneapolis-Honeywell 
Regulator $3.20 and Paraffine 
Companies $4.00. 


Mail Orders 


All retail stocks are “out of 
popularity.” However, discrimi- 
nation is in order. Earnings of 
the top mail-order concerns may 
be somewhat above long-term 
normal, but the stocks do not look 
inflated to this column. Com- 
panies like Sears, Roebuck and 
Montgomery Ward are unsur- 
passed at efficient merchandizing 
on the lowest possible price-cost 
basis. They are so firmly en- 
trenched that they make relative- 
ly good money under all save 
acute depression conditions. The 
kind of recession expected would 
not be at all serious for them. 
The stocks might go somewhat 


(Please turn to page 559) 



































Declines Shown in Recent Earnings Reports 
* 1947 1946 | 
American Hide & Leather ..... . 6 mos. Dec, 31 $ .78 $1.06 | 
Austin Nichols . 8 mos. Dec. 31 1.03 1.95 | 
Castle, A. M. & Co Year Dec. 31 6.08 6.47 
Continental BAKING ncccccccccecccncnnn. Year Dee. 27 3.86 5.68 | 
Kinney, G. R. Year Dec. 31 3.54 4.79 
Mid-Continent Airlines Year Dec. 31 12 .67 
Teck-Hughes Gold Mines 00... Year Dee, 31 .08 14 
U. S. Industrial Chemical 0... 9 mos. Dec. 31 3.54 4.87 
| Webster Tobacco . Year Dec, 31 -56 1.83 
| Western Auto Supply ncn Year Dee, 31 5.60 10.04 
545 








Che Personal Service Department of THE MaGazINE OF WALL STREET will 
answer by mail or telegram, a reasonable number of inquiries on any listed 
securities in which you may be interested or on the standing and reliability 
of your broker. This service in conjunction with your subscription should 
represent thousands of dollars in value to you. It is subject only to the fol- 


lowing conditions : 


1. Give all necessary facts, but be brief. 


2. Confine your requests to three listed securities at reasonable intervals. 


envelope. 


envelope. 


olUlmllCUW 


- No inquiry will be answered which does not enclose stamped, self-addressed 
- No inquiry will be answered which is mailed in our postpaid reply 


- Special rates upon request for those requiring additional service. 





Accept 850% Profit on Servel? 


Among the shares which my late hus- 
band bought and which I now hold are 
500 Servel, Inc. purchased in 1932 at 1% 
and appraised at 14% on the date of his 
death. I am 43 years old, have no de- 
pendents and have returned to the 
teaching profession since the loss of my 
husband. I am not interested in the 
short term outlook, nor do I wish to 
make a lot of money. I would like to be 
fairly comfortable in my old age with- 
out teaching until I drop into my grave. 
The income from my various invest- 
ments including real estate, mortgages, 
Government bonds ete. amounts to well 
over $2400 annually at present. Would 
you advise me to sell a part of the 
Servel stock or hold the cash or con- 
vert to some blue chip security. 

I find the inquiries which you pub- 
lish very interesting and hereby grant 
permission for you to print all or parts 
of this letter if you so desire. I value 
the Magazine of Wall Street very 
highly and plan to continue my hus- 
band’s subscription indefinitely. 


Mrs. M. O., Hayward, California 


Earnings of Servel for fiscal 
year ended October 31, 1947 
amounted to $1.20 per share, com- 
pared with 67 cents in the pre- 
ceding year. While prospects for 
Servel continue favorable during 
the current year, 500 shares is 
rather a large holding in a specu- 
lative issue and in view of general 
uncertainties at this time, we rec- 
ommend sale of 300 shares on 
strength in the market. Moreover, 
as a matter of policy, a profit of 
approximately 850% should be 
cashed in at least in substantial 
part. We do not recommend any 
new commitments at this time but 
suggest that you watch for indi- 
cations from Mr. A. T. Miller in 
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his market outlook articles in our 
magazine when a new buying level 
has been reached and at that time, 
we will present securities that 
offer good income yields and en- 
hancement possibilities. We note 
that you have a_ substantial 
amount of cash, overnment bonds, 
first mortgages and real estate 
plus annuities and this indicates 
you are in a sound financial posi- 
tion. 

It is gratifying to hear that you 
find our “Answers to Inquiries” 
section interesting, and that you 
value our magazine very highly 
and plan to continue your hus- 
band’s subscription indefinitely. 
We thank you for your .compli- 
mentary remarks and shall strive 
to continue to earn your appro- 
bation. 


Seeks Income to Supplement 
Social Security 

I am a working man, earning ap- 
proximately $3,000. per year. I have 
invested $5,000. in stocks, which at the 
present time are worth only about 
$4,000. The dividends from these stocks 
and other investments amount to $500. 
per year. I have decided that this $500. 
is all that I desire to reinvest in the 
stock market each year. I am not de- 
sirous of selling any of my stocks un- 
less you recommend it but just to use 
the income from the stocks for rein- 
vesting. 

I now own 20 shares of Loews Inc., 
20 shares of General Shoe and 20 
shares of American Steel Foundries. 
These stocks all show a loss. Should I 
invest the $500 in any of these to aver- 
age down my cost or would you recom- 
mend something else? 

I am trying to build up a monthly 
income that will supplement my Social 
Security when I reach 65. I am 42 years 





of age and have my own home free and 
unincumbered and also about $5,000. in 
cash which I wish to retain as a nest 


“09 F. R., Cincinnati, Ohio 


We have carefully reviewed the 
three securities you own and our 
conclusions are as follows: 

While earnings of Loew’s Ine. 
have declined in recent months, 
the stock at current market fully 
reflects this and as the company 
has had an exceptionally good 
record even during the depression 
years, we recommend retention. 
Loews is effecting economies in 
operations that will partly offset 
lower theatre attendance, higher 
production costs and the 75% 
British tax on American films. 

We also recommend retention 
of General Shoe and American 
Steel Foundries on the basis of 
favorable earnings, prospects and 
dividend yields. We do not advise 
additional purchase of your three 
securities as diversification of risk 
is a sound policy and when, in our 
opinion, the time is opportune, we 
will present in our magazine other 
securities that offer good income 
yields and better than average en- 
hancement possibilities. 

Your plan of building up month- 
ly income that will supplement 
your social security when you 
reach the retirement age of 65 
is admirable and we hope that the 
recommendations of securities 
that will appear in our magazine 
will aid you in this program. 


Seeks Handy Statistical Record 


I am sorry you discontinued publish- 
ing your “Investors Guide” as it was 4 
convenient pocket statistician. How can 
I secure statistical information on im- 
portant companies in major industries 


now ? 
B.L., Trenton, N. |. 
In the current issue, we start 
our semi-annual “Security Re- 
Appraisals with Earnings and 
Dividend Forecasts.” This series 
will cover four issues — February 
14, 28, March 13, 27. We will in- 
clude all pertinent statistical data 
on important companies in basi¢ 
industries and we suggest you re 
tain these issues or clip the statis- 
tical data for future reference. 
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Keeping Abnreast of Industrial 


« and Company News . 





Pennsylvania Railroad is again in the black. Last 
year it reported a net income of $7, 285,125, which 
compares with a loss of $8,530,317 for the previous 
year. Althought operating deficit for 1947 was over 
$5 million, dividends, increases in mail and freight 
rates combined to wipe out the red ink. 


New York Central likewise converted a $10,449,268 
loss in 1946 into a profit of $2,306,082 for 1947. This 
is after a carryback tax credit of $21.1 million in 1946 
and $7.3 million in 1947. Last year’s gross revenues 
set a peace time record of $703,340,527. 


Food production losses amounting to more than $1 
billion a year can be prevented, stated R. B. Stoddard, 
an executive of U. S. Industrial Chemicals, Inc. He 
believes that most of the present food shortages can 
be made up through large scale use of a new pest con- 
trol chemical now available in commercial quantities. 


For the first time in a non-war year, gross revenues 
of Bethlehem Steel Corporation crossed the billion 
mark. This resulted in record net earnings of $51,088,- 
375, which is the equivalent of $4.98 a share, com- 
pared with $3.93 in 1946, both computations being 
based on the new split stock. 


_ The Institute of Life Insurance reports that life 
insurance companies of America owned stocks with 
an aggregate value of $1.5 billion at the end of 1947. 
This represent an increase of 20% over 1946 and 


almost 200% over 1948. 75% of the stocks owned 


were preferred issues. 


Painting an optimistic picture of the capacity of 
American forest land to produce an adequate amount 
of pulp, E. W. Tinker, executive secretary of the 
American Pulp and Paper Association, declared that 
the paper industry could expect an increase in possible 
consumption of 5,000,000 tons over the 1947 record 
of 25,000,000 tons. 


Despite the highest operating costs in its history, 
lew records in production, sales, and earnings were 
set last fiscal year by West Virginia Pulp and Paper 
Co. Net income amounted to almost $11 million, which 
was more than double the income for the previous 
fiscal year. Per share earnings were, respectively, 
$11.40 and $4.93. 


Concern over the ability of some aircraft companies 
to get out from under the load of bank loans they 
were forced to make last year was expressed by G. W. 
aughan, president of Curtiss-Wright Corporation. 
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ans were necessary because of lack of military and 
transport business, and increased production costs. 
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Orders for 11 huge tankers have been received by 
the Sun Shipbuilding & Drydock Co. These should 
help substantially to increase deliveries of fuel oil to 
the eastern seaboard. Ordering, or chartering, firms 
were Standard Oil Company of New Jersey, Socony- 
Vacuum Oil Co., and Tanker Navigation Co. 


Gross revenues of Universal Pictures rose to a new 
peak of almost $65 million for the 1947 fiscal year. 
This was a gain of $11 million over the previous fiscal 
year. Factors that contributed substantially to the 
increase were the company’s new film division and 
distribution of J. Arthur Rank productions. 


J. H. Hinman, president of International Paper 
Company, reveals that through a process, chemical 
by-products of pulp and paper-making soon will be 
used to produce industrial vegetable fats and rosin, 
and eventually even edible foodstuffs. 


If its current production rate is maintained, Gen- 
eral Electric Company will terminate all appliance 
allocations before the end of the year. 50% of all 
appliances turned out by the company are now free 
of all allocations. Over-all appliance production this 
year is expected to be 25% greater than last year’s. 


According to C. A. Higgins, president, sales and 
earnings of Hercules Powder Company last year 
were the largest in its history. Net sales and oper- 
ating revenues rose 30% over the previous year to 
reach $131,269,790. Net income amounted to $12,- 
934,430 or $4.75 per common share, compared with 
$3.03 in 1946. 


Briggs Manufacturing Co., manufacturer of auto- 
mobile bodies and stampings, and_ steel-formed 
plumbing fixtures, has undertaken a new line: dis- 
tributing household paints and enamels. 50 dealers 
throughout the country have already been signed up. 


Western furniture manufacturers who have been 
showing their wares to record crowds of retail and 
wholesale buyers at the annual winter Los Angeles 
furniture market, believe that the best antidote for 
public resistance to high prices is more quality in 
merchandising. 


L. N. Pew, Jr., chairman of the board of the Sun 
Oil Company, reported the largest sales and earnings 
in its history during 1947. Consolidated net income 
was $24,339,912, which amounts to $5.28 per new 
stock. This compares with $14,726,551, or $4.17 a 
share, for 1946. 


547 









Business “jitters” ap- 
pear on the increase, 
though without much 
tangible cause except 
perhaps in the price 
field. Debate of economic problems such as taxes and credit 
curbs, uncertainty about Marshall Plan commitments and their 
implications businesswise are causing uneasiness among busi- 
ness men despite the fact that prospects and business volume 
continue quite favorable. The feeling as yet is almost wholly 
psychological, based upon realization that boat rocking at this 
time (through credit curbs, for instance) may be full of unpre- 
dictable hazards. 

Additionally, consumer resistance to high prices is evidencing 
itself in various ways, is 
creeping up on a growing 
number of goods. Dollar vol- 
ume generally still is running 
a. & wee ahead of a year ago, but the 
margin is thin. In some lines, 
200 a ; price concessions designed 
to maintain capacity opera- 


4 tions do not appear to be 











BUSINESS ACTIVITY| 


PER CAPITA BASIS 


attaining their objective. 

190 And any future wage hikes, 
' it is feared, certainly will 
blast any hopes in that re- 

180 gard. The beginning of 


“third round” wage boost 
negotiations are complicat- 
ing the outlook. 


Prices 
160 Things are stirring on the 
price front; just how impor- 
tantly no one as yet is in a 
position to say but develop- 
ments are being closely 
watched, Commodity prices 
appeared to falter at their 
recent postwar peak of some 
165% above mid-1939, 
causing the BLS wholesale 
index of all commodity prices 
to drop for the first time in 
twelve weeks. Softness in 
food prices was largely re- 
sponsible but it would ap- 
pear premature to label it as 
the beginning of a long term 
downtrend. 

Still, appearance of “soft 
spots’ among rising prices 
may not be without signifi- 
cance. Wheat and livestock 
are down, sugar is cheaper, 
so are eggs, lard and certain 
fruits. Nor is the price weak- 
ening confined entirely to 


foods. Hides and rubber, 


as J linseed oil and tallow are 


down. Cotton and even cot- 
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What’s Ahead for Business? 


BY THE BUSINESS ANALYST 


ton cloth can be had for less. ‘‘Price resistance” is being heard 
with increasing frequency among the people who buy and sell 
staples. But lest sie so too optimistic, a real break in prices 
—on a broad scale—is hardly in the picture. Increases still out. 
weigh declines. But further evidence of growing price instability 
could quickly intensify caution in forward buying, with snow. 
balling effects on price levels generally, quite apart from the 
impact on production. In this connection, the recent flattening 
out of the ies sustained upward price trend in semi-finished 
and manufactured products deserves mention. With primary 
commodities taking the spotlight, it remained little noticed but 
now adds to the inclination of business men to wonder about 
price prospects. 

So does last week's sharp break in commodity futures which 
is forcing the entire price question strongly into the foreground, 
But whether a real turning point is at hand, remains necessarily 
a moot question until trend indications become more clear-cut, 
The trend deserves watching as a possible forerunner of a better 
balanced economy. But it might be as well to keep finger 
crossed! 


Production 


The one point drop for December in the Federal Reserve 
Board Index of Industrial Production (to 191 from the November 
wena peak of ~ must be viewed as largely inconclusive 
rom the standpoint of appraising the further trend. Post-holiday 
factors, but particularly the poor weather, forced curtailment o} 
operations in many industries. While any further gain in output 
will be slow and probably narrow, there is as yet no concrete 
evidence that a declining trend has set in. 

Significantly enough, the index of durable goods production 
registered another four-point advance in December, while the 
index of non-durable goods production declined by the same 
amount. Possibly non-durable output has passed its peak, 
though one cannot be sure of it. But indications are that durable 
goods output will continue to rise sufficiently to offset any de 
cline in the former category. 
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Backlogs 
Manufacturers entered the last month of 1947 with a larg: 
backlog of unfilled orders; incoming new orders, according to 


the Department of Commerce, registered a five percent jump itp 


the daily average value during November. This suggests tho! 
manufacturers’ shipments, which also gained 5% on a daily 
average basis in November, stayed high through December. 
At the same time, manufacturers are continuing to keep thei 
physical inventories at record levels. This tends to support thi 
expectation expressed in the preceding paragraph anent prob 
able further gains in durable goods output. No weakening it 
capital goods activity is indicated, but there are certain clouds 

Manufacturers who expect that they will share in some pat 
in the shipment of aid watenven’ scheduled to be exported 





under the European Recovery Program may see some of thi 
business shrink if Congress decides that $6.8 billion is too muc 
to st tone A fairly deep cut, as currently debated i 
Washington, might wipe out a good deal of E.R.P. financing ¢ 
capital equipment. In some lines, of course, such a loss will no 
be felt adversely since domestic demands are sufficiently larg 
and pressing to compensate for it. In others, it may. It is thoug 

that trucks, freight cars, electrical equipment, mining machin 
ery, steel equipment would be among the first to feel the axei 

the event of a congressional slash of the appropriation. Truck 

would be most vulnerable, since domestic demand-supply bo 

ance has been reached for the heavier types. 
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MONEY AND CREDIT—Monetary gold stock largest in his- 
tory. Senator Byrd sees $50 billion Federal budget in another 
year under expanded outlay for national defense. Reserve Sys- 
tem bought $808 million of Government securities last week to 
support prices. Devaluation of French franc will raise domestic 
prices without stimulating her exports greatly until she produces 
more goods for export. Swiss reports indicate greater recovery 
in European production than is generally admitted. Corporate 
bonds and common stocks rally a bit; but medium grade pre- 
ferred stocks sag to lowest level since Dec. 10, 1943. 


TRADE—Department store sales in week ended January 24, 
only 3% above last year, against increase of 9°%, for year to 
date. Severe winter weather partly responsible. Sales of some 
items were off 1%, to 9% last year compared with 1946. 


INDUSTRY—Business activity reached new all-time high, de- 
spite weather handicaps. But buyers’ markets return in a few 
lines. Cash dividends paid in December were 17%, more liberal 
than a year earlier, against 18%, increase for all of 1947. 


COMMODITIES—Spot and futures markets weaken under 
slack demand, favorable crop weather and announcement that 
Government buying for current crop year is nearly completed. 





O 


Business Activity expanded to a new all-time high during 
the week ended Jan. 24, with this Publication’s Business Index 
showing a gain of 6.3%, over last year at this time, despite zero 
weather, gas and fuel oil shortages, which forced a number of 
plants to close. 

* . . 

Civilian, non-farm Employment in early December was at 
a new all-time high of 51 million. 

* . . 


Corporate Profits after taxes, per dollar of sales, decline 
p p 
from 5.6 cents in the second quarter to 5.5 cents in the third 
q 
quarter. There was a 2.6% rise in sales; but only a negligible 
gain in profits, because of mounting costs. 
+ * * 


U. S. corporations paid out $8.6 billion in cash dividends 
during 1947, an increase of 18°, over 1946. Increase for De- 
cember was 17%,. Largest 1947 increase in dividend payments, 
50%, was by the mining industry. Railroad and communica- 
tions paid somewhat smaller dividends. 

. * * 


Expenditures for new Construction last year totaled $12.8 
billion—30% more than in 1946. Private spending on residen- 
tial construction reached a new all-time high of $4.9 billion— 
55% above 1946. The previous high record, $4.6 billion, was 
established in 1925 when costs were much lower. For this reason, 
the 860,000 new dwelling units started last year, though 89,000 
ahead of 1946, were 77,000 short of the 1925 peak. 
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[WEEKLY REPORTING MEMBER BANKS] 
1S 
TOTAL LOANS & 
INVESTMENTS 

65 

55 
ps Ren DEMAND DEPOSITS, AP 
3 = 
3 INVESTMENTS —_~—_—""~v 
S 35 |U.S. GOVERNMENTS 
- MONEY IN CIRCULATION —,effe, 

25 

nial 
TOTAL LOANS 
1s COMMERCIAL LOANS pr os 
errr 
owe” | 
TIASONDIJFMAMITASONDIFNANT 
‘46 1947 ‘48 

















Despite still rising Building Costs, which are up 105% 
since 1939, the Commerce Department predicts that $6 billion 
will be spent on private housing and 950,000 dwelling units 
started this year—both new all-time high records. 

x * 2 


A record amount of Life Insurance, $21.7 billions, was 
purchased by Americans last year. Seventy-five million policy 
holders are now insured for a total of $191 billion. Government 
securities held by life insurance companies declined 7%, during 
1947; while holdings of mortgages expanded 16°%,, and busi- 
ness and industrial securities 22%. 

* * * 

Profits of Mining companies were off appreciably in the 
third quarter, which helps to explain why the price of slab Zine 
has just been raised to 12 cents, from the former price of 10!/ 
cents that had been maintained since November, 1946. With 
demand still running heavily in excess of supply, there is even 
talk of higher prices for Copper in the not too distant future. 
Congress is under pressure to revive Subsidies for high cost 
mines. 

* - -* 

Meanwhile there is talk of still another coming boost in the 
price of Crude Oil, inspired by the cue that small independent 
refiners are again paying premiums for oil. States east of the 
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549 








































































































Latest Previous Pre- 
Wk.or ‘Wk.or Year Pearl PRESENT POSITION AND OUTLOOK 
Date Month Month Ago —_— Harbor 
MILITARY EXPENDITURES—Sb (e) | Dec. 15 1.045955 (Continued from page 549) 
Cumulative from Mid-1940____] Dec. 362.8 361.7 347.6 13.8 Rockies fear that they will suffer from dias 
FEDERAL GROSS DEBT—$b Jan. 28 256.5 2565 259.5 55.2 | ages of refined products throughout the 
winter. 
MONEY SUPPLY—$b * * * 
Demand Deposits—94 Centers____| Jan. 21 49.0 49.0 46.8 26.1 Present Business Outlook is for a con- 
Currency in Circulati need wel — 10.7 | tinued high level of overall activity during 
BANK DEBITS—13-Week Avge. the first half. What happens later depends 
New York City—$b Jan. 21 8.70 8.68 7.90 4.26 | upon the amount of bureaucratic interfer- 
93 Other Centers—$b Jan. 21 12.78 12.76 12.83. 7.60 _| ence with the natural interplay of economic 
PERSONAL INCOMES—Sb (cd3) | Nov. 204.9 204.4 188.4 —-102.0_| forces, the volume of our excess exports and 
Ciusies call Wlense i 129.4 127.1 4117.0 66.2 | the character of measures adopted by the 
Proprietors’ Incomes Nov. 49.9 50.6 47.6 22.8 | Federal Reserve Board in manipulating the 
Interest and Dividend Nov. 15.1 14.9 13.5 10.0 money market. 
Transfer Payments __-_ _SEEE|sNNoov. 10.5 11.8 10.3 3.0 * * * 
(INCOME FROM AGRICULTURE) Nov. 23.4 24.3 22.8 10.1 Influential Bureaucrats have testified that, 
CIVILIAN EMPLOYMENT—m (cb) | Dec. 579 886 + -863~—«61.8_| F Congress approves the Administration's 
Agrasterel Employment (cb}h___| Dec. 70 8.0 12 3.8 | anti-inflation bill, Ceilings will be clamped 
Employees, Manufacturing (Ib)__| Nov. 15.9 15.8 15.3 13.8 | promptly upon prices of Steel, Farm Ma- 
Employees, Government (Ib) | Nov. 5.4 5.4 5.5 4.8 | chinery, Lumber, Textiles, Coal and Oil 
UNEMPLOYMENT—m (cb) Dec. 1.6 1.6 2.1 3.8 products. 
FACTORY EMPLOYMENT (1b4) | Nov. 157 157s‘ 47 The old gome of Pallsienl Comes: 
en 8 “ wd wr i flage! Only one of these items is directly 
FACTORY PAYROLLS (1b4) Nov. 345 342 «298 ~—S—«198_| Felated to living costs; but their producers 
cast only a few votes, and it is popular 
go aa & WAGES (1b) ‘ : among large numbers of the economically 
Howly ‘Wage (conts) il bie es Be ‘ a illiterate to er ee profits. 
Weekly Wage ($) Nov. 51.02 50.98 45.79 31.79 So long as production abroad remains 
PRICES—Wholesale (1b2) Jon. 24 1644 1655 140.3 92.2. ‘| inadequate to supply home demand, De- 
Retail (cdib) Oct. 184.9 1849 161.2 1162 | Valuation of Foreign Currencies will 
raise prices abroad more than they are re- 
py LAVIN (IBS) oe pl ree . ae duced on the trickle of goods imported into 
Clothing a. os fap 980 Bae the United States. We need not fear com- 
a Nov. 115.2 1149 108.8 107.8 | Petition from imports until foreign countries 
produce a greater volume of goods for ex- 
RETAIL TRADE—Sb port; but that time may not be so far distant 
tl eS ll] eas) 10m) ane 40 | Een spose, Aeon oS 
Non-Durable Goods _________| Dec. 9.61 8.08 8.46 ae | there has already been greater re- 
Dep't Store Sales (mrb)_____| Dec. 1.36 = 0.98 1.21 0.40 | covery in European production than is ad- 
Retail Sales Credit, End Mo. (rb2)_| Dec. 644 585 4.61 5.46 | mitted by suppliants for benefits from the 
ERP. 
MANUFACTURERS’ gis ua 
New Orders (cd2)—Total______| Nov. 269 255 233 181 Efforts by the Federal Reserve Board to 
ee = “od od oy check Credit Expansion will be something 
Shipments (cd2)—Total Nov. 328 318 267 184 more to worry about if they can be made 
Durable Goods Nov. 351 339 278 223 effective. They would produce, not a “Little 
Non-Durable Goods Nov. 312 304 260 158 Depression,” but a major slump; for, once a 
BUSINESS INVENTORIES, Ead Mo. recession of monetary origin is started, it 
Tetal—$b {cd) iin 410 ©-40.0~S«34.0.~—Ss«7__*| inevitably snow-balls into a major depres- 
Meade? Oct. 234 «23.1 19.6 15.2 °| sion which no financial measures can stop. 
Wholesalers’ Oct. 6.9 6.9 5.3 43 {| We can rest easy over this, however, so 
Retailers’ Oct. 10.7 10.0 9.1 72 | long as the F. R. B. adheres to its present 
Dept. Store Stocks (mrb) Oct. 2.2 2.0 2.1 1.4 | 


inflationary plan of supporting Government 
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Latest Previous Pre- 
Wk. or Wk. or Year Pearl PRESENT POSITION AND OUTLOOK 
a Date Month Month Ago —_— Harbor 
BUSINESS ACTIVITY—I—pc Jan. 24 169.9 168.7 164.2 141.8 i ’ og 
- (M. W. S.)—l—np Jan. 24 190.6 189.3 179.6 1465 bond prices; since this will offset efforts to 
} check credit expansion by financial expedi- 
the | | INDUSTRIAL PROD.—1—np (rb) | Dec. 191 192 182 174 P Y P 
Mining Dec. 155 155 137 133 ents alone. 
Durable Goods, Mfr...____ Dec. 228 224 211 141 ae * * ; 
Non-Durable Goods, Mfr._______.| Dec. 174 178 174 14! Meanwhile it may be worth noting that 
y g 
on- ’ * * 
, CARLOADINGS—t—Total Jan. 24 7728 822. 833 Buyers’ Markets have already arrived in 
ing Manufactures & Miscellaneous Jan. 24 363 = 7 7 a few edibles, such as bakery cakes and 
“ — vedi 0 2 — — 57 3 cookies, olives and olive oil, apples, 
er- ° 
oranges and some other fresh fruits and 
i . -H.)m 5 5,436 5,370 4,856 3,267 5 ; 2 
a ee ee ee — : vegetables. The capacity for making higher 
in FT COAL, Prod. (st) m Jan. 24 12.2 13.1 13.2 10.8 ° 
7 — ee Meg a a ara 0 4% grade Steels, such as stainless and alloy, 
se Stocks, End Mo Nov. 48.2 48.0 52.4 61.8 is now in excess of demand; though thus far 
the a . 
PETROLEUM—(bbls.) m there has been no price shading. There are 
Crude Output, Daily - + = Py Po Po prospects also that competition may de- 
Gasoline Stocks an. I A 
- Fool Oil Stocks a a 51 52 49 94 velop before long in the Pulp and Paper 
ali Heating Oil Stocks Jan. 24 42 44 5! 55 industry in consequence of overexpansion. 
* * x 
d. (bd. ft.) m Jan. 24 514 504 416 632 
bed peer hea (bd. ft.) b a 56 57 43 12.6 Followers of the M. W. S. Common 
Ma- = oa ae — oo Stock Index will be interested in noting 
° ec. f J 2 A x 
Oil yesh ig tg a re 84.8 174 66.6 74.7. | that, in consequence of our 22nd annual 
revision, this comprehensive measure of 
- SS Jan. 29 100 119 95 94 group movements ,tabulated in the space 
ctly Cumulative from Jan, |__| Jan. 29 442 342 429 5,692 below, will include, throughout 1948, 312 
me MISCELLANEOUS of the most active stocks a list of which ap- 
Paperboard, New Orders (st)t.........| Jan. 24 189 162 155 165 pears elsewhere in this issue. This is eight 
ular . ion (st)t_.| Dee. 430 451 404 352 ‘ 
U. S. Newsprint Consumption (st) 
ally Do., Stocks (mpt) End Month. Dec. 511 527 425 523 more issues than covered last year. The re- 
‘ Hosiery Production (pairs) :m........... Nov. 154 166 159 150 vised index continues to cover over 80% 
fits. Cigarettes, Domestic Sales—b........ Nov. 27.3 33.2 27.7 17.1 f ‘i sn all [i 
; Pneumatic Casings Production—m....| Nov. my, 8.9 7.6 4.0 of transactions in all listed common stocks. 
ains 
D b—Billions. cb—Census Bureau. cd—Commerce Dept. cd2—Commerce Dept. (Avge. Month 1939—100). cd3—Commerce Dept. 
ye seasonally adjusted monthly totals at annual rate, before taxes. edi b—Commerce Dept. (1935-9—100), using Labor Bureau and other 
will Data. e—Estimated. en—Engineering News-Record. |—S y adjusted Index (1935-9—100). Ib—Labor Bureau. !b2—Labor Bureau 
. (1926—100). 1b3—Labor Bureau (1935-9—100). 1!b4—Labor Bureau, (1939—100). It—Long Tons. m—Millions. mpt—At Mills, Publishers, 
ge: and in Transit. mrb—Magazine of Wall Street, using Federal Reserve Board Data. np—Without Compensation for Population growth. pe— 
into Per Capita Basis. rb—Federal Reserve Board. rb2—Federal Reserve Board, instalment and Charge Accounts. st—Short Tons. t—Thousands. 
om- 
tries THE MAGAZINE OF WALL STREET COMMON STOCK INDEX 
r OX: No. of ——— 1948 Indexes —————— | (Nov. 14, 1936, Cl—100) High Low Jan.24 Jan.31 
Issues (1925 Close—100) High Low Jan.24 Jan.3! | 100 HIGH PRICED STOCKS... 84.05 7833 7833 80.29 
tant |B | 312 COMBINED AVERAGE... 133.1 125.4 125.4 ~—«:128.9 | 100 LOW PRICED STOCKS... 15237 144.94 14494 149.00 
ate 4 Agricultural Implements ...... 212.0 194.0 194.0 205.1 6 Investment Trusts 58.6 53.7 53.7 55.8 
rre-|P] 11 Aircraft (1927 Cl—100)... 155.7 134.3 -150.4 153.4 3 Liquor (1927 Cl—I00).... 747.8 679.8 679.8 ~—-702.2 
d- 6 Air Lines (1934 Cl—i00)... 478.9 430.3 446.6 478.9 9 Machinery 0 STI 143.8 143.8 149.6 
7 6 Amusement —.__ 90.3 829 829 849 3 Mail Order 1008 93.7 93.7 98.8 
| the 13 Automobile Accessories —........ 201.5 187.8 187.8 191.2 3 Meat Packing __..... _. 108.8 104.5 “108.8 104.5 
12 Automobiles 00. §=— 384 35.3 35.3 36.2 13 Metals, non-Ferrous _. . 160.1 148.7 148.7 152.7 
3 Baking (1926 Cl.—100)........... 18.9 17.8 17.8 17.9 AOC ORO R a - 413 36.7 36.7 38.3 
9 Gecineus Machines... 2672 2065 266 248.0 Tene... M22 WS WEI 215.9 
d to 2 Bus Lines (1926 Cl.—100)...... 149.3 139.4 142.1 139.4 19 Public Utilities 0 106.7 102.2 102.2 103.1 
( 
hin GS AGHOINCUIS <n 244.1 230.7 230.7 239.2 5 Radio (1927 Cl—100)_.... 20.7 19.2 19.2 19.9 
g 2 Coal ‘Mining . Rene 14.7 14.7 17.8 8 Railroad Equipment _.._. 61.9 58.0 58.0 59.6 
rade 4 Communication shea Are 44.0 46.5 46.3 24 Railroads 23:3 21.7 21.7 22.6 
Little 14 Construction . a eee 58.9 58.9 él. 3 Realty . 23.9 23.0 23.3 23.6 
7 Gontainers: nn SRS o 301.3 301.3 309.1 2 Shipbuilding oo s*d'E7.0 110.8 117.08 114.0 
ice a 9 Gapoer & Brase. 2 101.6 96.2 96.2 99.7 3 Som Drinks. SIGS 481.4 481.4 496.3 
d, it 2 Dairy Products ._...._.._... 56.8 54.8 55.4 54.8 14 Steel & fron 101.4 101.4 104.4 
ns 5 Department Stores ..... << (GNA 57.2 57.2 60.0 3 Sugar . 505 47.4 47.4d 48.4 
pres- 6 Drugs & Toilet Articles... 172.4 160.5 160.5 162.2 2 Sulphur . 240.0 229.4 229.4 236.0 
sto 2 Finance Companies - ~ 216.7 199.4 199.4e 214.1 5 Textiles 140.0 130.1 130.1 134.8 
P Rie ediBecndec.. aS 163.6 163.6 163.8 3 lites G Rubber... ah3 29.2 29.2 29.8 
r, sO PF FOGE SIOIOS: asain OS 64.9 64.9 65.3 6 Tobacco 69.3 67.1 67.5 67.1 
>sent 3 Furniture 80.8 75.3 75.3 76.6 2 Variety Stores 0. 319.5 297.4 297.4 312.2 
: ' 3 Gold Mining cece 134.5 694.2 694.2 732.4 17 Unclassified (1946 Cl.—100) 100.8 94.9 94.9 98.3 
men 
ae | B—New HIGH since 1946. New LOW since: c—1945; d—1944; e—1943. 
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Trend of Commodities 





Spot and futures markets since our last issue, after a feeble 
rally, turned reactionary under reports of favorable crop 
weather in Europe and at home, slackened industrial demand 
here, and announcement that Government purchases for the 
current crop year are nearly completed. The Government has 
to buy only 70 million more bushels of wheat under its export 

rogram for the year ending next June 30, and has already 
bought the 700 million bushels of other grains it expects to 
export during this period. U. S. exports of cotton between 
Aug. | and Oct. 1 last year totaled only 264,000 bales, small- 
est in half a century. In the like months of 1946 757,000 bales 
were exported. Reasons for the slump are that the carry-over 
of cotton in importing countries is now around 300,000 bales 
larger than normal, and the growing shortage of dollars. Ex- 


change-short countries are resorting to barter to get the staple 
from non-U, S. producers, such as Egypt and India. Domestic 
consumption, fortunately, continues to hold strong. Farmers are 
now receiving the largest share of the national income on rec- 
ord, Their net income from agriculture last year totaled $18 
billion—four times the 1939 figure and three times the 1929 
peak. Their net assets have more than doubled, as measured 
in dollars, between 1940 and 1947. Hide and leather supplies 
this year, according to the Commerce Department, will not be 
much larger than last year. Receding domestic production is 
being supplemented by somewhat larger imports from Argen- 
tina. Meat will be less plentiful this year than last, with a 7°/, 
decline in poundage sales by packers; but the worst pinch is 


slated for April. 
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U. S. DEPARTMENT OF LABOR INDEX OF 28 BASIC COMMODITIES 
Spot Market Prices — August, 1939, equals 100 


Date 2Wk. I\Mo. 3Mo. 6Mo. 1 Yr. Dec.6 
Jan.31 Ago Ago Ago Ago Ago 1941 


28 Basic Commodities ___. 347.6 351.2 353.1 341.5 306.2 305.6 156.9 
11 Imported C dities__ 297.2 295.3 311.1 309.0 273.4 286.3 157.5 
17 Domestic Commodities 384.6 392.9 383.3 364.4 329.5 318.8 156.6 


RAW MATERIALS SPOT INDEX 
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14 Raw Materials, 1923-5 Average equals 100 
Aug. 26, 1939—63.0 Dec. 6, 1941—85.0 
1948 1947 1945 1943 1941 1939 1938 1937 
High 163.6 164.0 95.8 92.9 85.7 78.3 658 93.8 
on rete | By 


652 


1264 93.6 89.3 74.3 61.6 57.5 64.7 


Date 2Wk. 1 Mo. 3Mo. 6Mo. 1 Yr. Dec.6 
Jan.31 Ago Ago Ago Ago Ago 194! 


7 Domestic Agriculture — 409.1 422.1 416.6 387.6 372.3 305.4 163.9 
12 Foodstuffs 440.1 451.2 448.0 420.8 364.5 364.5 169.2 
16 Raw Industrials 287.8 286.2 295.3 288.2 268.3 267.5 148.2 























COMMODITY FUTURES INDEX 
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Average 1924-26 equals 100 
1948 1947 1945 1943 1941 1939 1938 1937 


High ......... 168.63 175.65 106.41 96.57 84.60 64.67 54.95 82.44 
LOW: access . 161.73 117.14 93.90 88.45 55.45 46.59 45.03 52.03 
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Sterling Dilemma in 
Empire Trade 





(Continued from Page 523) 
good reason to trust the good will 
and effectiveness of the exchange 
control of the countries to which 
the transferable account facili- 
ties were extended. There is also 
no doubt that the sterling area 
countries, Australia, New Zea- 
land, and South Africa, are scru- 
tinizing all foreign exchange 
transactions as carefully as is 
Great Britain. 

Rather, the basic cause of the 
convertibility failure seems to 
have been the unwillingness to 
hold transferable sterling, be- 
cause the goods that the individ- 
ual countries needed were not 
available in Great Britain, but in 
the United States. In other words, 
not until the British expand and 
diversify their exports will con- 
vertibility be a success. 

If Britain’s creditors cooperate, 
the “seepage” of sterling from 
the war-time created balances 
that have not been blocked should 
not create any great problem. 
Unless the French public has been 
hoarding sterling notes, there are 
no large commercial or banking 
holdings of sterling in France, 
the trade with Great Britain hav- 
ing moved as a rule against 
France. Moreover, French ster- 
ling—since France is not among 
the transferable account coun- 
tries—is not a transferable cur- 
rency except within France and 
the sterling area. 

Hence as far as France is con- 
cerned, the British objection to 
the estblishment of a free market 
may be largely psychological. But 
the British may be afraid that if 
the system spreads to other coun- 
tries, it will have a confusing and 
upsetting effect on the holders of 
sterling. The whole development 
may seriously hamper the forth- 
coming negotiations with the 
creditors regarding the annual re- 
leases of the blocked, pre-1947 
sterling, and may thus endanger 
the whole transferable acount 
system. Yet it is definitely in the 
interest of Britain’s creditors to 
cooperate in this, particularly in 
view of the fact that Great Brit- 
ain has been generous in releas- 
ing the old balances at the rate 
of $500 to $600 million a year. 
It is not generally realized that 
the old sterling balances with 
some of the countries have al- 
ready been pared down substan- 
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tially. Egypt’s accumulated ster- 
ling balances, which reached the 
peak of £400 million in 1946 are, 
for example, well under £300 mil- 
lion. Indian sterling balances, 
once around £1,300 million, are 
down to about £1,100 million. 

Sterling may be bought in 
many markets—in Cairo, Beyrut, 
Zurich, Paris, Hongkong, Tan- 
gier, etc.—at anywhere from 
about $2.60 to $ 4.00. One-pound 
notes may be bought in New York 
for about $3.00. But the sterling 
so bought has a very limited use. 
A traveler to Great Britain may 
bring only £25 in notes. Since the 
English exporter must deliver 
dollars to the Bank of England, 
sterling bought up for $3.00 in 
the French or American free 
market cannot be used for pay- 
ment for merchandise. It may be 
used by a Portuguese to pay a 
personal debt in Brazil, if the 
Brazilian is willing to accept it. 
In other words, the dealings in 
free sterling take place among 
the non-Britishers and, as in the 
case of the Canadian dollar, the 
discount is an inducement to hold 
sterling, which has only a limited 
range of use. 

As other free markets of that 
sort, so the free market for ster- 
ling is usually narrow and there 
is a bit of truth in the Interna- 
tional Monetary Fund’s statement 
that it distorts rather than re- 


flects the true strength or weak- 


ness of a currency. What is ster- 
ling worth? Is there any way to 
determine it? 


What Price Sterling? 


Unfortunately there is not. 
British prices, having been rigid- 
ly controlled (and _ subsidized), 
have not gone up anywhere as 
much as prices in this country. 
The British wholesale price in- 
dex in November 1947 was 186 
(1987-100) and the cost of living 
index only 134 (1937-100). On 
the basis of the purchasing power 
parities, sterling is actually worth 
around $5. A comparison of this 
sort is, of course, misleading. On 
the other hand, if the free mar- 
ket quotation of sterling at $2.60 
were really to reflect the purchas- 
ing power of sterling, then Brit- 
ish wholesale prices should be 
around 350 (1937-100). This too 
is unrealistic. 

One may sum up with a state- 
ment that as far as the next few 
months—and may be even this 
year—are concerned, the influ- 
ence of the devaluation of the 


franc upon sterling is probably 
being exaggerated. Even if the 
French are going to concentrate 
on selling in the dollar area, their 
goods, being in a special luxury 
class, are not directly competi- 
tive with British exports, except 
perhaps in some textile lines. 
Normally, the French sell only 
about 10 per cent of their col- 
onial exports in the dollar area 
(see the table for the countries 
included in the dollar — American 
account—area). The amount is 
not large, and the goods can 
easily be absorbed. 

The British situation has been 
quite different from that of 
France. French goods were gross- 
ly overpriced and impossible to 
sell during the last few months. 
British goods may be high, but 
they continue to sell. The time to 
devalue the pound sterling will 
come when the British begin to 
encounter serious difficulties in 
selling their goods. Such a devel- 
opment could be brought about 
by a further rise of British ex- 
port prices; or, far more likely, 
by the saturation of export mar- 
kets, the shift from a month or 
so ago that such development may 
come to pass in some export lines 
in a few months. However, the 
situation in this respect may not 
become really serious until later 
in1948 or early in 1949. 

An even more potent argument 
against the devaluation of ster- 
ling in the near future is that it 
would mean increased cost of 
British imports. British labor 
agreed to the wage stabilization 
only on condition that the Attlee 
Government would keep the cost 
of living on an even keel. More 
expensive imports would be 
bound to increase the precarious 
price-wage-cost equilibrium now 
existing. Another wage increase 
at a time when altogether too 
much money is chasing too few 
goods would aggravate inflation- 
ary pressure. But once the prices 
of raw materials and foodstuffs 
start downward, a devaluation 
would be far less disturbing to 
the price-wage-cost relationships. 
Under those circumstances, the 
devaluation would probably spur 
business expansion, since the 
paralyzing restrictions on trade 
and enterprise would be allevi- 
ated. 

One thing is certain: the Brit- 
ish will not be stampeded into 
devaluing sterling, even if a $2.60 
pound in the free market may 
be hard to take. 
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Is Prohibition 


FTER the first World War, Prohibition was 

slipped over on the people of the United States 

by propaganda, started during the war, that it was 
necessary as a war emergency. 


The fighting in World War II has been over for 
more than two years. Now many thoughtful people 
are wondering if we are threatened with Prohibition 
again. Certainly the dry propaganda mill is work- 
ing overtime again, but it isn’t quite clear whether 
the 1948 “party line” is that Prohibition is necessary 
because the last war is not over, or because there is 
a third World War just around the corner. 


In any event, the Congress is being asked to ex- 
tend legislation to restrict distillers to a few days’ 
grain supply each month. 


This would be a long step toward bringing 
back Prohibition. 


It cannot be for any other purpose. 
It cannot be to save grain. 


The use of corn for distilling does not deprive 
America or the world of a single slice of bread. 


As for wheat, the distilling industry uses less 
than one thousandth of one per cent of the total 


supply. 
So the purpose must be Prohibition. 


Even a school boy economist knows you do not 
save any grain when you restrict only ove industry 
that uses about 1% of the total. 


This is true because restricting one industry’s 1 
per cent sounds a warning to the users of the other 
99 per cent of the possibility of allocation in their 
industries and actually encourages them—in the 
absence of any restriction—to process or pile up as 
much grain as they can. Just tell anybody that some- 
thing is going to be scarce, and he will buy more 
than he normally uses. 


The fact that grain could be distilled anywhere 
in the whole wide world including countries which 
import our American grain—while American dis- 





tilleries were shut down—proves that ours was the 
only country that fell for such economic nonsense. 


No other country is destroying a source of gov- 
ernmental revenue big enough to pay half the 
cost of the Marshall plan. 


No other country is destroying an industry em- 
ploying, directly and indirectly, more than two 
million of its citizens. 


The claim that the restriction of American dis- 
tillers has any humanitarian or economic basis is 
dry propaganda—and nothing else! 


It might be hard to persuade the American 
workers who are out of work in Lawrenceburg, 
Indiana, to agree that the shipment of our grain for 
distilling in Canada or any other country by foreign 
workmen could serve any humanitarian, economic 
or social purpose. 


America has sixty Lawrenceburgs! 

American Distilleries were shut down in 25 states. 
Canadian distillers ran at capacity. 

British distillers ran at capacity. 


Distilleries behind the Iron Curtain were reported 
running with American grain. 


The very countries that are asking America for 
food are asking for more American grain for dis- 
tilling and brewing than the whole American 
distilling industry has ever used in any year. 


When the American distillers were shut down 
in November and December, Canada doubled its 
imports of American corn. Canada is not a starving 
country. 


In the last four months of 1947, which included 
the American shutdown period, Canada imported 
almost one and a half million bushels of American 
rye. In the same period the year before they im- 
ported none. 
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Coming Back? 
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If the American distilling industry were un- 
restricted it would use at the most as we have said, 
less than 1 per cent of the grain. The Secretary of 
Agriculture has issued an order, now in effect, cut- 
ting this down to 2 of 1 per cent. This 12 of 1 
per cent is supposed to save the world, yet the Sec- 
retary of Agriculture tells a committee of the Senate 
that we will have plenty of grain. 


But our processing of even this small amount of 
grain would not remove it from the food economy. 
Only the foreign governments seem to appreciate 
the fact that distilling not only keeps men and 
women employed, and adds to government revenue, 
but also results in by-product feed supplements 
which are returned to the food economy in the form 
of more meat, milk, butter, eggs, poultry and pork. 


Some say that at least 45 per cent of the grain we 
use is thus returned to the food economy in the form 
of animal feeds. And some say more than 100 per 
cent is returned in the feeding value of the vitamin- 
tich high-protein residue. 


As we said in the beginning—the restriction 
of American distillers can have no other purpose 
than prohibition! The dry propagandist will try 
to tell you that there is an enormous gallonage of 
whiskey in this country. Actually, all during the 
war, this industry converted all its facilities to mak- 
ing alcohol for ammunition and synthetic rubber. 
After the war it was closed down month after month 
on account of European needs for grain. 


The truth is that there is today in the United States 
just about one year’s supply of whiskey four years 
old, or older. The rest is green whiskey, not yet 
matured and ready for market. 


The distilling business needs no defense by us. 
The people and the Congress of the United States 


decided through the Twenty-First Amendment to 
the Constitution that it is a legal business and a 
recognized part of our economy. More than a hun- 
dred thousand American citizens invested their sav- 
ings in this industry on this assurance. 


Don’t let anyone tell you that the distillers are 
against aid to Europe. 


Last year, this was the only industry that made a 
separate and voluntary contribution for the feeding 
of hungry people in other lands. The Distillers 
bought and paid for 20 million pounds of grain for 
Europe. 


From October 25th to December 25th, we shut 
down voluntarily in answer to the plea that it would 
encourage others to make sacrifices. Schenley paid 
full wages—over a million dollars—to its employees 
who were thrown out of work. 


We believe that hungry people everywhere 
should be fed. It is the American tradition to give 
of our resources to succor the needy and the 
unfortunate wherever they may be. 


We are ready and willing to contribute on the 
same basis as every other American industry to 
the cost of providing relief to the people of 
Europe. But we do not agree that this can best 
be done by a partial or complete return to Pro- 
hibition. We do not believe it can be done by 
destroying or restricting an industry which the 
American people expressly voted into existence. 


We do not believe it can be done by weaken- 
ing our home economy through the loss of 
billions of dollars of revenue for National, State, 
and Local governments; or by throwing hun- 
dreds of thousands of American workers out of 
their jobs. 


Schenley Distillers Corporation 
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4—AGRICULTURAL IMPLEMENTS 


H—Deer 
H—Int. Harvester 
L —Minn.-Mol. 
Oliver 
11—AIRCRAFT 
L —Avco 
Boeing 


L —Cons. Vultee 
L —Curtiss-Wright 


H—Douglas 

Grumman 
L —Lockheed 
L —Martin 


L —Nor. Am. Aviation 
L —Republic Aviation 
United Aircraft 
6—AIR LINES 
L —Am. Air Lines 
L —Bran 
E. Air Lines 
L —Pan American 
Trans. & West. 
United Air Lines 
6—AMUSEMENT 
Loew's 
Paramount 
L—R. K. O. 
L —Repuolic Pictures 
20th Century 
L —Warner Bros. 


13—AUTOMOBILE ACCESSORIES 
a Aviation 


t we | _ oie 

H—Elec. Auto-Lite 

L —Hayes Mfg. 
Houd.-Hershey 
Martin-Parry 


Murray 

Stand. Stl. Springs 
L —Stewart-Warner 

Timken-Detroit 


12—-AUTOMOBILES 
H—Chrysler 
H—General Motors 
L —Graham-Paige 
Hudson 
L Sheek 
H—Mac' 


Nas 
L dete 
Reo 


Studebaker 
ite 
L —Willys 
3—BAKING 
L —Continental 
L —General 
Purity 
3—BUSINESS as 


L—Rem. Rand 
2—BUS LINES 
L —Greyhound 
L —Omnibus 
5—CHEMICALS 
Air Reduction 
H—Allied 
Com. Solvents 
H—du Pont 
H—Union Carbide 
2—COAL MINING 
L —Lehigh C. & N. 
L —Lehigh Valley Coal 
4—COMMUNICATION 
L —Am. Cable & Radio 
H—Am. Tel. & Tel. 
L —Int. Tel. & Tel. 
Western Union ‘'A’’ 


14—CONSTRUCTION 
L —Am. Radiator 
H—Barber Asphalt 

Bucyrus-Erie 

Certain-teed 
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H—Crane 
H—Flintkote 
H—Johns-Manville 
H—Lone Star Cement 
Nat. Gypsum 
Nat. Suppy 
Otis Elevator 
L —Pittsburgh Screw 
H—U. S. Pipe 
L —Walworth 


7—CONTAINERS 
H—Am. Can 
H—Container Corp. 

Cont. Can 

H—Crown Cork 
L —Gair 
L —Nat’l Can 
H—Owens-lll. 


9—COPPER & BRASS 
H—Anaconda 
L —Bridge. Brass 
L—Cal. & Hecla 
t par ond Copper 
L—Gen. Cable 
Inspiration 
H—Kennecott 


Miami 
H—Phelps-Dodge 
2—DAIRY PRODUCTS 


orden 
Nat. Dairy 


5—DEPARTMENT STORES 
Allied Stores 
L —Ass. Dry Goods 
Gimbel Bros. 
H—Macy 
Marshall Field 


6—DRUGS & TOILET ARTICLES 
Am. Home Products 
H—Colgate 
H—Gillette Safety Razor 
L —Rexall Drug 
Sharp & Dohme 
L —Zonite 


er + COMPANIES 
H—Com. Credit 
7—FOOD BRANDS 


Best Foods 
H—Corn Products 
H—Gen. Foods 
L —Libby-McNeill 

Nat. Biscuit 

Stand. Brands 

Stokely 

2—FOOD STORES 
i—-Kroger 

Safeway 

3—FURNITURE 

Congoleum 
L —Servel 
H—Simmons 


ae MINING 
—Alaska Juneau 
Dome Mines 
H—Homestake 


6—INVESTMENT TRUSTS 
Adams Express 
L —Am. Internat. 
Atlas Corp. 
H—Lehman 
L —Transamerica 
L —Tri-Cont. 


3—LIQUOR 
Distil.-Seagrams 
Nat. Distillers 
Schenley 


9—MACHINERY 
H—Allis-Chalmers 
Am. Mach. & Fndry. 
H—Caterpillar 
Foster-Wheeler 
L— Gar Woo 
H—Gen. Electric 
H—Timken R. B. 
Westinghouse Elec. 
H—Worthington Pump 


3—MAIL ORDER 
H—Montgomery Ward 


igo Roebuck 


Spiegel 
3—MEAT PACKING 


L —Armour 
H—Swift & Co. 
L —Wilson 


13—METALS, MISC. NON-FERROUS 


H—Am. Smelt. 

L —Am. Zinc 

L —Callahan Zinc 
Cerro de Pasco 


Int. Nickel 
H—Nat. Lead 
L —Pac. Tin 
L —Park Utah 


L —Patino Mines 

H—St. Jo. Lead 

L Silver King 

L —Sunshine Mining 
Vanadium 


4—PAPER 


H—Crown Zellerbach 


Union Bag 


24—-PETROLEUM 


H—Atlantic Ref. 
H—Barnsdall 
H—Cont. Oil 
Houston Oil 
H—Mid. — Pet. 
Ohio 0 
L «dane PL. &R. 
H—Phillips Pet. 
re Oil 
Richfield 
H—Shell Union 
Sinclair 


Socony 
H—S. O., Calif. 
H—S. O., Ind. 
— O., N. J. 
107 Ohio 
L <aduiatan 
H—Texas Co. 
Texas Gulf Prod. 
H—Texas & Pac. C. & O. 
Texas Pac. Land Trust 
Tide Water Ass. 
Union Oil 


19—PUBLIC UTILITIES 


L —Am. & For. _ 


 & 
H—Cleveland Elec. Ill. 
L —Columbia Gas 
L —Commonwealth & So. 
Commonwealth Edison 
Consol. Edison 
Detroit Edison 
Elec. Pr. & Lt. 


L —Int, Hyd. Elec. tan 
L —Laclede Gas 

North American 
H—Pac. Gas 
Penn. Pr. & Lt. 
Pub. Serv., N. J. 
So. Calif. Edison 
West Penn. Elec. 


5—RADIO 


L —Farnsworth 
I. 
L —Sparis- Withington 


oo a 


H—Am. Car & Fndry. 
Am. Locomotive 
Am. Stl. Fndries 

L —Baldwin Loco. 
L —Pressed Steel Car 
a 
Ap eo onto 
estinghouse 8, 


24—RAILROADS 


H—Atchison 
H—Atlantic Coast 
L—B. & O. 


L ee BS Pac. 
H—cC. & O. 


H—Component of the 100 HIGH PRICED STOCKS Group (Closing 1947 at above 33'/2) 
L —Component of the 100 LOW PRICED STOCKS Group (Closing 1947 at below 145) 


L —Chic., Mil., St. P. & Pac. 
Chic. & N 


H—D. & H. 

L—D., L. & W. 

L —Erie 

H—Gt. Nor., Pfd. 

L —Gulf Mobile 
lll. Cent. 


fs he Ee 
L—N. Y. Central 
Nor. Pac. 


Kans. x! So. 
L I Valley 


Pa. R. R. 
L —St. L., San Fran. 
Seaboard Air Line 
H—So. — 
H—So. Ry. 
H—Union Pacific 


3—REALTY 
L —Equitable 
L —Gen. Realty 
L —Sheraton 


a 
L —Elec. Boa 
N. Y. Shipbldg. 


3—SOFT DRINKS 
Canada Dry 
H—Coca-Cola 
Pepsi-Coal 


14—STEEL & IRON 
Alleg.-Ludium 
Am. Roll. Mill 
H—Beth. Steel 
Blaw-Knox 
Colo. Fuel 
Crucible 
H—Follansbee 
L —Gt. Nor. Ore 
L —Interlake fron 


H—U. S. Steel 
H—Youngstown Ss. &T. 


3—SUGAR 
Am. Crystal 
Cuban-American 
West Indies 


2—SULPHUR 
H—Freeport 
H—Texas Gulf 


5—TEXTILES 
H—Amer. Viscose 
H—Am. Woolen 
Burlington Mills 
Celanese 
United M. & M. 


3—TIRES & RUBBER 
j— Goodrich 
H—Goodyear 

H—U. S. Rubber 


6—TOBACCO 
H—Am. Tobacco ''B'’ 
H—Liggett & Myers 
Lorillard 
Philip Morris 
H—Reynolds ‘'B’’ 
L —Webster 


2—VARIETY STORES 
resge (S. S.) 
H—Woolworth 


17—UNCLASSIFIED 


a“ Mills 
A. F., Inc. 
H—Cont. Insurance 
L —Curtis Publishing 
H—Eastman Kodak 
H—Libbey-Owens 
L —Marine Midland 
Newport Industries 
H—Procter & Gamble 
L —Savage Arms 
Shattuck (F. G.) 
L —So. Am. Gold & P. 


perry 
L —Stone & Webster 
L —United Cigar-Whelan 
H—United Fruit 
S. Lines 
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1948 Potentials for the Rails 





(Continued from Page 532) 


increment to net is alone sufficient 
to justify a highly constructive 
attitude for the near term—in 
this case, for the rest of 1948. 

One has only to study these po- 
tential gains in connection with 
the appended “Statistical Position 
of Leading Railroad Companies” 
to understand their full signi- 
ficance. Even the most casual ex- 
amination would furnish most 
comprehensive evidence of their 
vastly improved earnings outlook. 

Just how do the important 
roads stand as a result of the 
17.5% freight increase already 
authorized, after making due al- 
lowance for higher wages to all 
unions, and after adjustment for 
the present (38%) level of fed- 
eral income taxes? The answer is 
revealing, to put it very mildly. 

In the Central Eastern region 
one finds about $2 a share added 
to Pennsylvania’s earnings on an 
annual basis, $5 a share to Bati- 
more & Ohio, 2.75 to Reading and 
more than $7 a share to Central 
Railroad of New Jersey. In the 
important Great Lakes region, New 
York Central is a gainer by about 
$3.25 a share, Erie by about $3 
and New York, Chicago & St. 
Louis by $15. 

New York, New Haven & Hart- 
ford, in the New England region, 
will benefit only to the extent of 
about $0.60 a share, but will get 
at least as much more from the 
passenger fare increase. In the 
Southern region, Atlantic Coast 
Line’s net should be lifted by $6 
a share, Illinois Central’s by at 
least the same amount, Louisville 
& Nashville’s by $2.50, Seaboard’s 
by $5.50 and Southern Railway’s 
by more than $7. 

The amount of per share ap- 
preciation for the Pocahontas car- 
riers, Norfolk & Western, Chesa- 
peake & Ohio and Virginian, will 
be comparatively small because 
of the limited increases permitted 
on coal, but the stability of their 
earnings under all conditions is 
clearly a vital offsetting factor. 

Gains in the Central Western 
and Southwestern regions also 
are substantial. The addition to 
Atchison, Topeka & Sante Fe’s 
net may be estimated at about 
$10.50 a share, Union Pacific’s at 
$12 a share, Texas & Pacific’s at 
$5.50, Southern Pacific’s, about 
$9 and Western Pacific’s more 
than $10. 
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= are one hundred and 
seventy bags in this picture. Sup 
pose each bag contained ten mil- 
lion dollars. 

That would make $1,700,000,- 
ooo —the amount that investors 
have furnished for the expansion 
and improvement of your telephone 
service in the last two years. Fur- 
ther substantial amounts are being 
invested this year. 

Investors put their money in the 
telephone business in the hope of 
security and a reasonable return. 
Every telephone user shares the 
benefits in more and better tele 
phone service. 


bm ® 
BELL TELEPHONE SYSTEM 


Thus, the arguments favoring 


taney under 





*1,700,000,000 from investors for new 
telephone facilities in the last two years 


In the Bell System, the term in 
vestors means hundreds of thou 
sands of small investors in every 
walk of life and in every section of 
the country—men and women just 
like yourself. The telephone busi- 
ness has been built by the savings 
of the many rather than the wealth 
of the few. 

The large sums that have been 
put into new facilities in the last 
two years alone give you some 
idea of the cost of providing and 
improving telephone service. The 
instrument in your home and the 
few wires you see are only a small 
part of the $257 investment be- 
hind every telephone. 
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propitious market 


higher prices for railroads stocks 
this year are manifold. Yields are 
particularly good at this time, 
dividends secure and once specu- 
lative sentiment veers from the 
present vacillating stage, buying 
opportunities which now exist 
may vanish quickly. Under pres- 
ent conditions governing the 
rails, an investor may do well to ex- 
ercise courage rather than hesi- 


conditions. 





Varying Prospects for the 
Tobacco Companies 





(Continued from Page 537) ? 
program; thus control is likely to 
be extended for another two 
years. In the meanwhile, by non- 
recourse loans of not less than 


557 





90% of parity, the government 
is becoming the biggest buyer of 
tobacco. It has been estimated 
that under this support program, 
Uncle Sam last year came into 
possession of nearly one-fourth of 
the flue-cured crop, together with 
good-sized amounts of the lesser 
leaves. That some degree of sup- 
port will continue in the future is 
a foregone conclusion. 


Other Earnings Factors 


Other important factors that 
influence earnings of cigarette 
companies are advertising and 
selling expenses. These bulk rela- 
tively large, together being great- 
er than the direct costs. Yet it is 
these two factors, especially ad- 
vertising, that largely determine 
supremacy among the various 
brands. While the Big Three, 
Lucky Strikes, Camels, and Ches- 
terfields, enjoy a dominant posi- 
tion, aggressive advertising and 
promotional policies have enabled 
Philip Morris and Old Gold to reg- 
ister impressive growth in recent 
year. 

By far the greatest drawback to 
earnings is taxes. How important 
this is may readily be seen when 
one considers that the Govern- 
ment makes more from the sale 
of cigarettes than either the man- 
ufacturer or the tobacco grower! 
Where taxation of tobbacco prod- 
ucts was formerly an exclusive 
prerogative of the Federal Gov- 
ernment, more and more States 
have reached into this profitable 
till, with the result that today 
about two-thirds of the States 
levy taxes of various kinds. This 
is a trend that will likely be ac- 
centuated rather than diminished. 
And no doubt the large hard- 
pressed cities are eyeing the till 
with eager anticipation. Knowing 
that taxes tend to restrict con- 
sumption of tobacco products, to- 
bacco companies are up in arms 
to combat further inroads by tax- 
ing authorities. Yet taxes are not 
entirely a curse, for they do pre- 
vent excessive competition. The 
sizeable capital required to finance 
these heavy taxes, and other 
costs, in an industry where large 
inventories are the rule, tends to 
discourage new-comers from en- 
tering the field. 

Formerly a very heavy exporter 
of tobacco, at one time accounting 
for over 90% of British require- 
ments, the United States is feel- 
ing the effects of world-wide dis- 
locations. Last year’s exports are 
estimated at only about one quar- 


ter of the flue-cured crop, of 
which Great Britain probably took 
less than half. With the present 
impoverished state of the United 
Kingdom, and the substantially 
increased tobacco production in 
Canada, South Africa, and other 
areas, it is doubtful if we shall 
regain our former export pre- 
eminence. With dollar shortages 
prevailing virtually all over the 
world, the situation is further 
aggravated. 

On the other hand, some relief 
may result from the Marshall 
Plan, which will provide some 
European countries with much- 
needed American dollars, a share 
of which may go to the purchase 
of the ever popular American cig- 
arette. There is also a plan afoot 
for providing foreign countries 
with a “Friendship Cigarette” 
made from surplus tobacco. The 
tobacco bloc in Congress favors 
this scheme. If carried through, 
it may bolster our shrinking for- 
eign markets and keep alive the 
taste for American cigarettes. 

Cigarette prices have increased 
far less than other commodities 
since 1946. If margins are 
squeezed, prices may be hiked. 
But the leading cigarette com- 
panies will proceed very cautiously 
in this direction, remembering 
their past experiences when up- 
ping of prices on their part re- 
sulted in the lesser known brands 
absorbing an increasing share of 
total production. The leaders have 
never fully regained their former 
dominant position, although re- 
cent years has found them grad- 
ually increasing their percentage 
of sales. Current leader is thought 
to be Lucky Strike, followed close- 
ly by Camel. Although lagging a 
bit, Chesterfield is always a strong 
contender, at one time enjoying 
the leading position. Philip Morris 
and Old Gold are fourth and fifth 
respectively. American Tobacco’s 
Pall Mall, running mate to Lucky 
Strike, is presently regarded as 
the fastest growing brand. 

Well sustained demand, _in- 
creased per capita consumption, 
and the likelihood of receding to- 
bacco prices over the longer term, 
combine to give a favorable out- 
look to cigarette companies. 


While the cigar industry in 
1947 enjoyed its second best 
peace-time year in volume since 
1930, in terms of dollar sales it 
fared considerably worse than in 
1946. This reflected a shift from 
high-priced to medium and low- 
priced cigars. Yet earnings on the 


whole were maintained at a good 
level and this year are not ex- 
pected to vary a great deal from 
last year. 

While 1947 earnings of the 
snuff companies are expected to 
show improvement over the poor 
showing in 1946, this year’s gains 
will likely be moderate. Although 
the use of snuff has been excep- 
tionally stable throughout the 
years, its limited market makes 
for a gradual downtrend in sales. 

Smoking tobacco will probably 
follow its past pattern of register- 
ing its best relative gains during 
periods of declining national in- 
come. 

Because of stable earnings and 
good dividend payments, leading 
tobacco companies enjoy a semi- 
investment rating. Disbursements 
have frequently exceeded earn- 
ings. Recent market action of to- 
bacco stocks has been in line with 
the general market. As the ap- 
pended table shows, the better 
situated tobacco equities normally 
sell at a higher than average 
price-earnings ratio. Generous 
yields, prospects of increased pay- 
ments, and moderate enhance- 
ment possibilities render select- 
ed issues attractive particularly 
from the standpoint of income. 





New Life in the Aircrafts 





(Continued from page 530) 


report on or before March 1, sug- 
gestions will be made to alter 
the entire set-up of the aircraft 
industry to some extent. Since 
the only way out of its current 
dilemma will be to lean heavily 
upon the Government for a 
market and as source of further 
financial assistance if necessary, 
it is possible that competitive in- 
fluences may be lessened, with 
benefit to profit margins. In other 
words, standardization and spe- 
cialization more nearly on a par 
with wartime practice could ease 
many of the current operating 
problems of some of the large 
concerns. Increased sales would 
also permit utilization of many 
idle plants now a heavy burden. 
Best of all for the industry would 
be the discouragement of ven- 
tures into unrelated fields for the 
purpose of diversification of 
products, a process that has al- 
ready proved none too successful 
during postwar for a number of 
concerns. Curtiss-Wright, though 
holding large amounts of cash 
accumulated during wartime, has 
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consistently avoided excursions 
into other fields; some other con- 
cerns going in for prefab houses, 
kitchen ranges, farm equipment 
motors, radio cabinets and the 
like show signs of drawing in 
their horns again. 

Of the more than a dozen 
leaders in the industry, United 
Aircraft and Curtiss - Wright 
have had the acumen to stick to 
their established specialties, en- 
gines and propellers, and six 
other concerns account for the 
bulk of airframes produced by 
the industry. These are Boeing, 
Douglas, Consolidated Vultee, 
Lockheed, Glenn L. Martin and 
North American. The difficulties 
characteristic of 1947 fell with 
varying impact upon these con- 
cerns comprising the backbone of 
the aircraft industry, as the ap- 
pended table will reveal. As 
things now look, all of them may 
be entering a new era when rea- 
sonable profits may be achieved. 

Shares in the aircraft group of 
the Magazine of Wall Street Com- 
mon Stock Index have climbed 
to a level of 155.7 of late com- 
pared with their last year’s low 
of 108.2 and a 1947-48 high of 
167.1. The inherent speculative 
attributes of shares in this group 
cause marked volatility in their 
market behavior as a rule. In 
view of generally poor earnings 
last year, reduced working capi- 
tal positions and unfavorable 
capital markets, it is quite pos- 
sible that dividend cuts may be 
in store for some of the concerns 
before long. In like manner pros- 
pects for a restitution of pay- 
ments by the non-dividend payers 
in the near term are anything 
but bright. 

Should all go well in Washing- 

ton this early spring, however, 
speculative interest could easily 
further mark up the share prices 
in discounting presumptive prog- 
ress by the industry towards 
larger and more profitable hori- 
zons, as has been the case in re- 
cent weeks. 
_ There is little doubt that the 
industry is likely to get “a shot 
in the arm” in the form of siz- 
able military orders and quite 
possibly a broad overhaul of pro- 
curement policy resulting in more 
stable production schedules. If 
so, ultimate investment implica- 
tions cannot but be favorable 
though it may not find immediate 
expression in terms of dividends. 
It may, however, create interest- 
Ing market possibilities for the 
better situated aircraft shares. 
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For Profit and Income 





(Continued from page 545) 


lower in a declining market, but 
the values are solid and this col- 
umn would not urge selling at 
present levels. Since 1937 the net 
working capital of Montgomery 
Ward has increased around $20 
a share to over $50; that of Sears 
from around $6 a share to over 
$13 on the present split shares. 
Relative to working capital, divi- 
dend yield and prewar average 
market prices, Montgomery Ward 
is much the more moderately 
priced of the two. 





International Business 
Machines 





(Continued from Page 543) 
indicate a somewhat tight work- 
ing capital position now, but un- 
derstanding of the company’s 
bookkeeping methods completely 
dispels any such ideas. 

As previously explained, IBM 
manufactures an increasing num- 
ber of rental machines, the title 


to which is naturally retained 
after delivery to customers. Items 
in this category constitute a grad- 
ually mushrooming pool, revenues 
from which are substantial. If by 
chance they were returned to the 
company they could of course be 
sold if so desired, like any other 
merchandise. Accounting policies, 
however, preclude their inclusion 
in inventory totals, thus elimin- 
ating them in the computation of 
current assets. Just how large a 
sum IBM has invested in its ren- 
tal machines is impossible to say, 
for the company merely lumps 
the total along with its Factory 
and Office Equipment for an ag- 
gregate of $76.4 million, after lib- 
eral deductions for depreciation 
and amortization. It is safe to as- 
sume that a theoretical shift of 
rental machines from the fixed as- 
sets column to current assets 
would satisfy the most exacting 
banker as to the current ratio 
factor, but this is not likely to 
come up because IBM keeps its 
bank lines wide open and is not a 
short term borrower ordinarily. 


The same confusion in termin- 
ology makes it difficult to gauge 
IBM’s inventory status in relation 
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to gross revenues. As carried on 
the books, inventories of $14.5 
million might seem very moderate 
compared with gross revenues of 
probably $140 million for full 
1947. But a substantial portion of 
this volume represented rentals 
and service charges, thus preclud- 
ing its use as a yardstick for in- 
ventory considerations. The tradi- 
tionally conservative policies of 
the management, however, make 
the question of current inven- 
tories a matter that can be for- 
gotten, interesting though more 
definite figures might be to our 
analytically minded readers. 


Foreign Investments 


One significant item not appear- 
ing on our condensed balance 
sheet is that bearing upon Inter- 
national Business Machine’s in- 
vestments in war-torn Europe. 
Assets totalling $10.6 million 
owned in Austria, Germany, Italy, 
France, Poland, Japan and other 
countries are carried on the books 
at only $1. As recoveries of some 
of these charge-offs occur from 
time to time, the book entries will 
be correspondingly revised, of 
course, but full allowance has 
been made for any adverse even- 
tualities that may develop in re- 
gard to foreign properties. 

Net income of IBM has been 
pushing consistently upward for 
the past six years, following a 
temporary dip in 1942. During 
nine months of 1947, net amount- 
ed to $17.6 million, not far below 
the $18.7 million shown for the 
whole of 1946. During war years, 
despite mounting sales, excess 
profits taxes held annual earnings 
to an average of about $9 million, 
though operating margins re- 
mained exceptionally stable with 
an average of about 26%. During 
the larger portion of 1947, the 
the company’s operating margins 
were slightly narrower at 25.7% 
but had risen above the 24.1% 
achieved in 1946. Net profit mar- 
gins, however, have’ trended 
steadily upward for the past four 
years, reaching close to 17%. Net 
per share for the full year 1947 
should approach $10 a share to 
judge from $7.02 reported for 
nine months ended in September, 
but year end bookkeeping adjust- 
ments may vary this somewhat, 
one way or the other. 

International Business Ma- 
chine’s method of seeing to it that 
stockholders shared in its well 
sustained growth stands out in 
the history of corporate practice. 
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Rather than increasing the divi- 
dend rate from year to year, the 
company has supplemented cash 
distributions frequently with dis- 
tributions of additional stock an- 
nually, mainly on a 5% basis. 


Market Action 


During 1946 and 1947, however, 
policies were adjusted to effect 
stock slit-ups that in the aggre- 
gate doubled the number of out- 
standing shares, on which the 
quarterly dividend rate is to be 
lifted to $1 during 1948. Cash 
dividends have been paid without 
interruption since 1916, and based 
upon the present number of 
shares, the annual rate was held 
to $2.74 in the 1937-45 period and 
$3.43 for 1946-47. The above com- 
bined method of rewarding stock- 
holders has logically reflected the 
company’s growth through the 
years and served to compound 
their income as well as their 
equity. Even disregarding cash 
dividends, and granting that the 
holder of one share in 1926 re- 
tained all distributions from 
splits and stock dividends, his 
holdings would have been in- 
creased to 15.61 shares, theoreti- 
cally now worth $2060 per share 
had there been no such increase 
in their number. Or viewed in 
another light, his annual income 
would now exceed his original 
purchase cost by about 30%. 

It will be seen from our table 
that despite the characteristic 
earnings stability of IBM, the (ad- 
justed) price range of its shares 
has had a spread of about 20 
points in nearly every year dur- 
ing the past decade, and some- 
times slightly wider. It shows that 
a blue chip such as IBM, apart 
from its investment appeal based 
on earnings and growth prospects, 
is not without worthwhile appre- 
ciation possibilities during major 
market swings. From a 1942 low 
of 4914 (adjusted), the stock rose 
to a 1946 high of 143 and is still 
holding faialy close to that peak. 

Just how much the latest split 
will affect the market for the 
stock is difficult to say. Even 
after the split, it is still a high- 
priced stock and will thus con- 
tinue to partake in the charac- 
teristics of high-priced equities. 
The yield of around 3% offers lit- 
tle attraction from an income 
standpoint but what counts heav- 
ily is the continued prospect of 
further growth as in the past. 
This cannot but find reflection 
marketwise. 


THE 





Re-Appraising Consumer 
Buying Power 





(Continued from Page 518) 


the amount of goods available 
within the country. Assuming a 
reduction of the export surplus to 
$5 billion, this would increase our 
“deficiency figure” to $6.7 billion. 
Government spending on the other 
hand is not likely to drop below 
last year’s figure of $28.2 billion, 

On basis of this admittedly im. 
perfect calculation of possibilities 
(no price adjustment or any other 
technical corrections have been 
attempted) consumer spending 
would have to increase by $6.7 
billion to maintain last year’s out- 
put at then prevailing prices. In 
other words, consumer expendi- 
tures would have to rise to $172.7 
billion from last year’s $166 bil- 
lion; the former in turn compares 
with last year’s disposable income 
of $178.8 billion, thus is still more 
than enough to cover production 
without resort to savings or cred- 
it. In other words, purchasing 
power would still be ample to 
maintain buying even at advanc- 
ing prices. The big question is, of 
course, whether this purchasing 
power will be fully used. If the 
heavy 1947 spending and the still 
continuing scramble for goods is 
any criterion, it will be. But sav- 
ings would have to shrink, and 
here an important psychological 
factors enters the equation. 

Actually, disposable personal 
income this year is likely to be 
larger than last year; pay rises 
and perhaps also tax cuts will see 
to that. On the other hand the out- 
put of consumer goods, in some 
lines at least, may rise also, if 
only moderately. 

In the last analysis, whether 
there will be enough purchasing 
power to maintain boom activity 
will depend mainly on mainten- 
ance of consumer income which 
in turn will be governed by over: 
all business activity, particularly 
in the capital goods industries. 
The outlook here is promising. 
Any change in the outlook will 
have important connotations as 
far as the vigor of business ac- 
tivity is concerned. 

In most lines, spending last 
year has outrun production and 
prospects for 1948, on an overall 
basis, point to no more than an 
approaching balance between de- 
mand and supply. Indicated pur- 
chasing power appears fully 
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. 


large enough to absorb overall 
output; there are no signs as yet 
that it is running out. The prin- 
cipal danger, it appears, is not 
so much inadequacy of purchasing 
power but growing unwillingness 
to use fully existing purchasing 
power if prices push higher. 





What’s Ahead for Food 
Stocks 





(Continued from Page 540) 


above pre-war years. In addition 
to prospective lower sales, meat 
companies will have to contend 
with new wage increases and pos- 
sible price changes. Remembering 
their past disagreeable experi- 
ences, practically all meat pack- 
ers have set aside good-sized re- 
serves for possible inventories 
losses, with the LIFO method of 
inventory valuation generally 
used as an additional safeguard. 

Over the longer term, the cur- 
rently high prices commanded by 
livestock will no doubt sitmulate 
production; while meat will find 
increased competition for its 
share of the dollar as more con- 
sumer goods become available. 
These two factors should ultim- 
ately tend to lessen the pressure 
on meat products. 

Inherent uncertainties, sub- 
stantial capital leverage, and nar- 
row margins make the stocks of 
meat pacing companies highly 
speculative, with wide price fluc- 
tuations and low price-earnings 
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ratios. Current market prices re- 
flect misgivings over eventual 
selling price adjustments and 
possible inventory losses. How- 
ever, companies’ finances have 
been materially improved by 
large earnings in recent years. 
As an expression of their strong 
positions, meat packers have been 
paying liberal dividends, which 
are expected to be maintained 
during the current year. 

In a broad, general sense, dairy 
producers are subject to the same 
influences that affect the meat 
packing companies. However, 
margins of. profit are somewhat 
higher. When all reports are in 
for last year, they will probably 
show a decrease from the all-time 
records in earnings set by the 
major dairy companies in 1946. 
Although dollar sales may be 
higher because of increased sell- 
ing prices, higher wages and 
greater cost of raw products are 
expected to have held net income 
back. Consumer resistance to 
spiraling prices is already result- 
ing in curtailed consumption, es- 
pecially in the more profitable 
items, such as cream, cheese, 
evaporated milk, non-fat milk 
solids, and ice cream. There is 
very little hope to expect any 
near-term drop in the price of 
raw milk, in view of high wages 
for farm help, record prices for 
feed grains, and a decline in the 
number of cows on the farms. 
This latter situation is expected 
to be considerably improved in 
1949, but solution of the first 
two is difficult to foresee. 

Total production of manufac- 
tured dairy products this year is 
expected to approximate last 
year’s, with certain changes due 
to decreased exports. In a way, 
this reflects the inherent stability 
of the dairy industry, which in 
the past has shown moderate 
yearly increases in the national 
consumption of products. Though 
small, this increment becomes in- 
creasingly important over a num- 
ber of years, enabling companies 
to show a gradual, steady growth. 

As long as national income 
holds up, and there are no indica- 
tions of a letdown, consumption 
of dairy products will be well 
maintained. Price adjustments 
will be made, as dictated by econ- 
omics. In event of a sharp decline 
in selling prices, with their con- 
comitant losses in inventories, 
dairy companies will be consid- 
erably fortified by their strong 
working capital positions due to 


the retained profits of recent 
years. This year’s earnings of 
dairy companies, and also future 
earnings, may be bolstered by 
contemplated large exports of 
dairy products under the Mar- 
shall Plan. 

Dairy company shares normal- 
ly sell at a higher ratio to earn- 
ings than the meat packers; but 
they likewise reflect the uncer- 
tainties mentioned above. But by 
and large, dairy companies have 
been consistently good dividend 
payers, maintaining distributions 
during adverse times. For in- 
vestors desiring fairly depend- 
able income, with moderate long 
term growth possibilities, these 
shares are attractive. 


Baking Companies 


Employing the greatest num- 
ber of people of the various 
branches of the food industry, 
bakers also operate on a narrow 
profit margin, with competition 
exceptionally vigorous. While 
prices for baked goods as a whole 
have not risen as much as other 
commodities in recent years, cer- 
tain items, such as cookies, have 
soared to a point where they are 
encountering definite consumer 
resistance. Some of the smaller 
biscuit companies have experi- 
enced as much as a 15% to 20% 
drop in sales during the last four 
or five months. While the big 
companies are faring better, even 
they see signs of faltering con- 
sumer demand in the _ higher 
priced items. However, the two 
leaders, National Biscuit and 
Sunshine Biscuits, both report 
dollar sales and tonnage volume 
either equal to, or better than, 
last year’s. 

For the nine months ending 
September 30, 1947, sales of the 
four leading bakers of bread and 
cake were 38% better than the 
year before, reflecting expanded 
output and_ increased selling 
prices. But higher wages an 
more rapid increases in the cost 
of raw products resulted in net 
income dropping about 35% be- 
low the comparable 1946 period. 
Increases in the selling price of 
bread put into effect last Septem- 
ber are believed to have improved 
results; nevertheless, earnings 
for the full year will probably be 
well below the 1946 peak. A pos- 
sible further hike in the price of 
bread may moderately improve 
this year’s earnings. 

With purchasing power ample, 
demand for bread and cakes 
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should remain strong, enabling 
maintenance of selling prices and 
a consequent improvement of 
profit margins. But with no re- 
lief from the high material and 
wage costs, the improvement is 
not expected to be great. Also, if 
the cost of ingredients declines, 
the big baking companies will en- 
counter greater competition from 
local bakers. If this takes place 
concurrently with falling nation- 
al income, the possible relatively 
greater drop in bread and cake 
prices over costs, will consider- 
ably squeeze spreads. Whatever 
develops, it appears that bakers 
have passed their earnings peak. 

Producers of biscuits and 
crackers have an advantage over 
the bread bakers in relatively 
lower labor costs and a greater 
degree of mechanization of oper- 
ations. This makes for wider 
margins. Thus, the 26% increase 
that the four leading makers of 
biscuits and crackers registered 
in sales for the first nine months 
of 1947 over 1946 was translated 
into a net income gain of ap- 
proximately 13%. Assisted by 
record sales and higher selling 
prices, full year earnings are ex- 
pected to compare favorably with 
1946. Urgent food needs for Eu- 
rope has considerably lessened 
the danger of high-priced inven- 
tory losses, which would have 
materially decreased profit mar- 
gins; while expanded moderniza- 
tion programs should give a fur- 
ther boost to biscuits and crack- 
ers producers. 

Limited Appreciation Prospects 

Baking company stocks have 
recently followed the general 
market pattern. Outlook, how- 
ever, varies among the various 
components. Bread and cake bak- 
ing companies are faced with in- 
ability to raise prices as fast as 
raw materials increase. This lim- 
its appreciation prospects but 
dividend payments are conserva- 
tive and may be fully maintained. 
The threat of eventual large in- 
ventory losses overhangs break- 
fast cereal companies, with some 
possible dividend reductions. This 
leaves the leading biscuit and 
cracker makers as offering the 
best possibilities in the baking 
industry for their good yields 
and moderate enhancement pros- 
pects. 

After setting new peaks in the 
1946-47 fiscal vear, canned and 
frozen packs of fruits and vege- 
tables are expected to show a 
considerable drop for the current 
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fiscal year. In an attempt to save 
the abundant harvests of perish- 
able crops of recent years, the 
canning companies have stored 
up ample stocks, bigger than at 
any time before or during the 
war. Well aware of acute meat 
shortages and resultant high 
prices, the canning companies 
have been quick to point out that 
they held the hope for cutting 
household expenses and maintain- 
ing balanced, wholesome diets. 
Not only have the prices of can- 
ned foods failed to rise as much 
as the prices of other food prod- 
ucts, but in some cases prices 
are actually lower than in for- 
mer years. This has been mostly 
in the citrus juices field, but 
there are indications of possible 
declines in peas, tomato soup, 
apricots, prunes, cherries, and 
pears. While new products are 
continually introduced, prospects 
for future expansion in the can- 
ning industry appear somewhat 
limited because of increasing 
competition from fresh fruits and 
vegetables, and frozen foods. 

Food canners feel that by con- 
centrating on top quality lines, 
consumption of which was stim- 
ulated during the war, they will 
be able to consolidate their gains 
and maintain them even in the 
face of competition for the con- 
sumer’s dollar from other avail- 
able foods. Hence, this year finds 
many of the nation’s larger can- 
ning organizations broadening 
their advertising and merchan- 
dising campaigns in an effort to 
achieve greater consumption for 
their brands. 

Assisted by moderately in- 
creased selling prices, sales of 
the leading companies should be 
well maintained for the 1947-48 
fiscal year. But profit margins 
will likely narrow, since wage 
and label costs have increased 
about 10%, can and container 
expenses 15%, and sugar more 
than 30%. Earnings equal to 
those of 1946-47 cannot be expect- 
ed but they should compare fa- 
vorably with other recent years. 

Since their operations are af- 
fected by unpredictable factors, 
shares of canning companies nor- 
mally sell at a low ratio to earn- 
ings. Needs for working capital 
usually preclude liberal dividend 
payments. Recent market action 
of canning companies stocks has 
been unimpressive, with most 
selling close to their 1947 lows. 
Altogether, the outlook for this 
particular branch of the food in- 
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‘the Board of Directors has authorized 
the payment of a quarterly dividend of 
sixty-two and one-half cents ($.62!2) per 
share payable March 10, 1948 to hold- 
ers of Common Stock of record February 
25, 1948 who on that date hold regularly 
issued Common Stock ($1.00 par) of this 
Company. 

Holders of former stock issues of the 
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exchange is made. 
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ration, both payable March 31, 
1948, to stockholders of record 
at the close of business March 15, 


1948. 
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dustry does not appear impres- 
sive. 

Perhaps the brighest picture 
in the whole food industry is pre- 
sented by the packaged food divi- 
sion. Favored by good demand, 
broad diversification, and wide 
operating margins, this particu- 
lar field can look forward to a 
continuation of its characteristi- 
cally stable earnings, with mod- 
erate long term growth aspects. 
Yet this industry is not entirely 
free of the problems that beset 
others. During the second quarter 
of last year, packaged food com- 
panies encountered a sharp drop 
in demand, which reflected the 
replenishment of dealers’ inven- 
tories and some concern over the 
commodity price situation. When 
inventories of retailers had drop- 
ped to about six weeks’ needs, 
from the usual twelve weeks’ re- 
quirements, demand again pick- 
ed up and continued strong for 
the rest of the year. Even so, the 
temporary second quarter lag in 
shipments, combined with in- 
creasing costs of raw materials, 
resulted in a narrowing of mar- 
gins that dropped net income for 
the first nine months of the year 
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Savings & Loan Share Accounts Offer... 
@ generous income (from 2% to 3%) 

@ intact principal (no market fluctuation) 
e@ safety (insured by a government agency 
up to $5,000 per account) 
@ conveni (a ts may be opened or 
closed by mail—available in any amount). 


e@ legal for trust funds in 37 states. 
For full information by mail, address 
The Investment Dealers’ Digest 
The N ine for Invest t Dealers 


148 Broadway New York 7, N. Y. 




















INVESTOR’S NOTICE 


For Sale—one-half interest in one of the 
very best equipped weekly newspapers in 
the entire state of Colorado. Completely 
modern, Paid in advance circulation of over 
800. All contract work plant can possibly 
do. Official legal paper. Net profits of over 
$8,000 every year. I will sell a one-half in- 
terest in this MONEY MAKER for only 
$15,000; buyer splits all the profits 50-50. 
Wm. Addams, 10800 Independence Avenue, 
Kansas City 3, Missouri. 











below that of the similar period 
in 1946; although sales showed a 
27% increase over the corres- 
ponding 1946 period. Full year 
earnings for 1947 are expected 
to fall somewhat short of the war 
time and postwar peak set in 
1946. 





Utilities—Squeezed 
Between Inflation and 
Expansion 





(Continued from Page 535) 


calculated in increase electric ca- 
pacity around one-third, total cap- 
italization by perhaps one-fifth, 
common stock capitalization by 
around one-tenth. There is nothing 
in these ratios to be disturbed 
about. One the contrary, their im- 
plications, if anything, are bullish. 
A much increased proportion of 
capacity will be the most efficient 
that can be had, the base for rate- 
making purposes will be substan- 
tially enlarged, the gross revenue 
and profits will be on a perma- 
nently higher long term norm, 
and even the temporary dilution 
of existing equities will be much 
smaller than investors perhaps 
fear. 

The producers of manufactured 
and mixed gas, with few excep- 
tions, have operated under excep- 
tionally difficult conditions for 
many months past, and some are 
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still struggling to overcome their 
difficulties. Scarce supplies and 
high prices of fuel, abnormal 
peak demand due to cold weather, 
reduced amounts of available nat- 
ural gas, and other handicaps 
have made progress rather diffi- 
cult. Competitive inroads by liq- 
uid fuel and electricity, too, have 
retarded growth of this industry 
over prolonged periods, though 
since Pearl Harbor sales have 
turned upwards. 

Currently the outlook is im- 
proved by the increasing number 
of home customers requiring gas 
for heating as well as cooking and 
an above average demand from 
industrial users. Though thus far 
in 1948, cold weather has strained 
and overstrained the capacity of 
the gas manufacturers, some like 
the Brooklyn Union Gas Company 
were forced into the red during 
nine months of 1947 due to inade- 
quate rates charged in the face 
of rising costs. Others such as 
Washington Gas Light Company 
and Peoples Gas Light and Coke 
Company, have been able to ex- 
pand their net earnings. 

Due to absence of long term 
growth potentials, the shares of 
gas manufacturers generally lack 
the appeal attached to the elec- 
tric ‘utilities. For this reason 
price-earnings ratios in the gas 
division, though fairly liberal 
compared with those of industrial 
shares sometimes, are normally 
smaller than in the case of the 
electric utilities. Under current 
market conditions, this is es- 
pecially true, providing attractive 
vields in some instances. 





Factors to Consider in 
Today’s Market 
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on both the Marshall program and 
an income tax cut somewhere 
around $4 billion a year. Waning 
fears of inflation tend to weaken 
the opposition to both. We do not 
feel disturbed about the general 
outlook. Interim prospects have 
become more uncertain, making it 
premature for investors to employ 
cash reserves heretofore set up or 
otherwise to depart from the mid- 
dle-road policy we have advised. 
The longer-term potentials look 
brighter as a result of the good 
start now made on price correc- 
tion. 

(The annual revision of our 


composite weekly market index 
has been completed and is pre 
sented, with pertinent explana. 
tions, on page 556.) 

—Monday, February 9 
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(Continued from page 513) 
are to survive. 

It is clear to any thinking indi- 
vidual that agricultural products 
which have been selling at exag- 
gerated prices cannot remain at 
the present level, but must con- 
tinue to decline. This is true also 
of raw materials and manufac- 
tured goods when imports begin 
to flow into this country. 

Nor will a tariff solve this prob- 
lem for us, any more than it did 
after the last war, when the low 
prices of foreign goods landed in 
the United States were so far be- 
low similar products manufac- 
tured in this country, that even a 
tariff of 100% or more gave the 
advantage to the imported ar- 
ticles. 

Therefore in view of the pros- 
pects, there should be no support 
of farm prices already terribly out 
of line with realities. Raw mate- 
rials and manufactured goods, 
too, must inevitably follow world 
prices to meet the increase in 
world production. And __ labor 
should think twice before it makes 
any new demands, for our indus- 
ries will be unable to meet the 
competition of low prices abroad 
when currency revaluation is ac 
complished. 

It would be well to emulate the 
Swiss example. Following the an- 
nouncement of the French meas- 
ures, it was interesting to note 
that the immediate reaction in 
Switzerland was to set a ceiling on 
prices and wages. It is evident that 
the Swiss intend to profit by their 
experience after World War | 
when they ran into a depression 
because they could not sell their 
goods in competition with the rest 
of the world. 

It would be wise if we took simi- 
lar steps to solve our problems in- 
stead of relying on bewildering 
discussions either by those with 
closed minds economically, or 
those whose judgment is warped 
by self-interest. For it is clear 
that a depression is inevitable in 
the United States unless we turn 
to objective thinking and to rea- 
son in adjusting our price struc- 
ture. 
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A First Step in Your Program for a 


PROFITABLE 1948 


RY this experiment! Imagine that all your securities were sold 
yesterday. Today you have nothing but their cash value. 


Then ask yourself, “Should I repurchase my former holdings as 
offering the most outstanding prospects for safety, income, profit—or could all or 
part of my funds be used more profitably in the coming year? Should I invest my 
cash now?” 


Some investors who test their lists honestly find that they are holding securities for 
unsound reasons: (1) because they dislike to take losses even in weak issues; (2) 
because they like to see issues on their list which show a profit, even though the 
future has been discounted; (3) because they are sentimentally attached to inher- 
ited securities, or shares of a company for which they work; (4) because they feel 
that they might have difficulty in deciding upon a replacement; (5) because they 
are worried about taxes resulting from security changes; (6) procrastination. 


Today there is no need to hold unfavorable investments which will be slow to 
recover or may suffer further decline. Selected issues are available which offer a 
substantial income, a good degree of security and dynamic growth prospects if your 
purchases are strategically timed. Many are undervalued as measured by earning 
power, capital assets and 1948 potentialities. 


As a first step toward increasing your profit and income in 1948, we invite you to 
submit your security holdings for our preliminary analysis—entirely without 
obligation—if they are worth $20,000 or more. 


Our survey will point out less attractive holdings and those to keep only temporar- 
ily. It will tell you how our personal supervision can assist you to strengthen your 
diversification, income and the enhancement possibilities of your account. We will 
evaluate your list and quote an exact annual fee for our service. 


Merely send us a list of your securities. Give the size of each commitment and 
your objectives. All information will be held in strict confidence. 


INVESTMENT MANAGEMENT SERVICE 


A division of THE Macazine oF WALL Street. A Background of forty years of service. 
90 BROAD STREET NEW YORK 4, N. Y. 












































Beauty and graciousness in superb cabinet designs are created 


by Magnavox to complement the matchless tone quality and 
performance of every magnificent model. Your choice of Magnavox 


is a tribute to a master musical instrument...and to your good taste. 


Compare Magnavox. See and hear it in America’s finest stores. 


The Magnavox Company, Fort Wayne 4, Indiana. 


Illustrated: THE COSMOPOLITAN: Form 
and function blended in modern beauty. 


Available in streamlined white oak. 
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